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TUESDAY, MAY 28, 1957 


CoNGRESS OF THE UNITED SraTss, 
| JOINT COMMITTEE ON DEFENSE PRODUCTION, 
Washington, D. C. 

The joint committee met, pursuant to notice, at 2:40 p. m., in room 
G-16, United States Capitol Building, Washington, D. C., Senator 
A. Willis Robertson, chairman, presiding. 

Present: Senator Robertson (presiding), and Representative Brown 
| of Georgia, Representative Patman, Representative Talle, and 
Representative McDonough. 

Also present: Harold J. Warren, clerk and counsel; Allen E. Pierce, 
James E. Palmer, Jr., and George Ault, of the professional staff. 
Senator Rosertson. The committee will please come to order. 
In selecting this afternoon for the second meeting, we had hoped to 
pick a se when there would not be too many competing events; 
| but it seems that it has turned out to be a busier day than usual. 





There is a defense bill, we have a housing bill, and the ladies and 
gentlemen of Government are speaking before the Senate, and it is 
very difficult for the Members to be here. 

However, we will start because other members of the committee 
will be in later. 

The Chair wishes to say that this committee was created under the 
Defense Production Act to conduct @ continuous review of the pro- 
grams. authorized by the act. This meeting has been called for the 
purpose of hearing the Director of the Office of Defense Mobilization, 
who has the overall responsibility for establishing policies and coordi- 
nating the activities under the Defense Production Act, which fune- 
tions are carried out by various departments and agencies. 

As I mentioned at the hearing last Tuesday, at which time the 
Administrator of GSA testified, the Congress provided for loans and 
guaranteed loans under sections 301 and 302 of the Defense Produc- 
tion Act, for purchase authority under section 303, and a borrowing 
authority fund of $2.1 billion under section 304 for carrying out these 
purposes. 

At the last hearing questions were raised concerning a policy of the 
Office of Defense Mobilization under which loans under the Defense 
Production Act appear to have been ruled out but rapid tax amortiza- 
tion and Government purchase contracts are offered as incentives to 
industry. 

Figures obtained by the staff of this committee from the Federal 
Reserve Board show that during World War II there were 8,757 


a 





2 DEFENSE PRODUCTION ACT 


incentive loans made amounting to a total of $10,339,400,000 and 
that these resulted in a profit to the Government of $22,979,000. 
Since passage of the Defense Production Act there have been 1,482 
additional loans amounting to $2,842 million, and allowing $2,065,000 
for outstanding loans which may be uncollectible, the net profit from 
September 1950 to March 31, 1957, is estimated at about $24.5 
million. 

On the other hand, the Secretary of the Treasury has estimated that 
the loss of tax revenue to the Government from rapid amortization 
has been $3 billion and others have estimated the potential loss from 
this program at a much higher figure. 

This committee is interested, therefore, in finding out from the head 
of the Office of Defense Mobilization the thinking behind the policy 
which disapproves loans but approves tax amortization and purchase 
contracts. And, since this is a policy involving the executive branch 
of the Government generally, we also have asked representatives of 
the Federal Reserve Board to be present at this hearing and prepared 
to comment on the subject. 

We also are interested in one specific application of this policy, as 
an example of how it may operate. This involves the rejection of a 
proposal of the Bethlehem Steel Co. for construction of a nickel plant 
by a subsidiary, based on a loan, and the agreement of the General 
Services Administration to make a contract with the Freeport Sulphur 
Co. to produce nickel with tax amortization and a purchase contract 
as incentives. 

The Bethlehem Steel Co. proposed to build a plant with an annual 
capacity for production of from 30 million to 70 million pounds of 
nickel. The Government would not have been obligated to purchase 
any of this nickel but would have had an option to purchase one-half 
of the production at 10 percent below the market price. 

A letter from the Administrator of the GSA to the Freeport Sulphur 
Co. dated March 8, 1957, indicates that this company proposed to 
construct a plant with an annual capacity of 50 million pounds of 
nickel. The proposal, which was agreed to by GSA, gives the com- 
pany the right to sell to the Government approximately 271 million 
pounds of nickel at a price of not less than 74 cents per pound. 

It limits the right of the Government to purchase up to 30 percent 
of the total production at the price of 74 cents or the market price, 
whichever is higher. 

As I understand this letter it means that on a falling market the 
company could unload on the Government up to 271 million pounds 
of nickel at a minimum price of 74 cents, but on a rising market if the 
Government wished to purchase nickel it would pay the full market 

rice. 

The GSA letter of March 8 also indicates that the Government 
would be obligated to purchase 23,835,000 pounds of cobalt from the 
Freeport Sulphur Co. at $2 per pound. 

And now | interpose there to say that our goal on cobalt is filled 
140 percent of minimum requirement for 5 years, on hand and on 
order for the Government, and I do not know of anyone in the De- 
fense Department that thinks that if we get into war we will still be 
in it 5 years: We will either win or lose in less than 5 years. But 
that is this whole program, 5 years’ supply on cobalt—one of them. 

e 
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The Bethlehem proposal included no requirement for Government 
purchase of cobalt. In view of the fact that the minimum stockpile 
objective for cobalt on hand and on order for the Government, has 
long since been met and exceeded, there is a question as to whether 
the Government ought to obligate itself to buy more than $47 mil- 
lion worth of this material at a fixed price. 

Facts obtained by our committee staff also indicate that the con- 
tract which GSA said it would enter into with a subsidiary of the 
Freeport Sulphur Co. contemplates a rapid tax writeoff on 80 per- 
cent of the cost of its facilities, with the remaining 20 percent to be 
depreciated over the normal life of the plant. The fast writeoff in 
the first 5 years would involve $85,427,000, which means another 
addition to the $3 billion tax loss estimated by Secretary Humphrey. 

It might also be mentioned that during the period in which the 
Bethlehem Steel Co. and the Freeport Sulphur Co. were submitting 
their proposals the International Nickel Co. indicated that it was 
considering the announcement of plans for development of its nickel 
property at Moak Lake in Ontario, Canada, which would have an 
estimated produc ‘tion of between 60 and 100 million pounds a year. 

This company’s announcement was actually made on December 5, 
1956, and in his announcement the president of the International 
Nickel Co. stated he had assurances from Washington that if the 
Government entered into contracts for new nickel production in Cuba, 
consideration also would be given to providing Inco with the right to 
deliver some portion of its new Canadian production to the United 
States national stockpile. 

This raises a question as to whether our Government will be obli- 
gated to enter into a new contract for the purchase of nickel from the 
International Nickel Co. after signing the agreement with the Free- 
port Sulphur Co. 

There is no question as to nickel being a critical material, but we do 
want to consider whether in offering incentives to increase production 
of this material we are following the best course and one which is 
economically justifiable. Specifically, it is the duty of this conumittee 
to try to find out whether the Defense Production Act is being used as 
it was intended—purely as a means of strengthening our defense—or 
whether it is being subverted to provide unnecessary and unjustified 
subsidies for particular companies or industries. 

So we hope to get some information on that point today. 

We are glad to recognize the distinguished Director of ODM, 
Hon. Gordon Gr: ay. 

We suggest, Mr. Gray, that you start out by telling us something 
about this nickel contract. 


STATEMENT OF GORDON GRAY, DIRECTOR; ACCOMPANIED BY 
CHARLES KENDALL, COUNSEL, OFFICE OF DEFENSE MOBILIZATION 


Mr. Gray. Mr. Chairman and gentlemen, I am happy to have this 
opportunity to appear before the Joint Committee on Defense Produc- 
tion, which is sort of the parent committee for the agency for which 
I have responsibility. 

With respect to the various points made in your statement, Mr. 
Chairman, I trust you will indulge me the opportunity to point out 
that many of the matters that you raise were matters that were 
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determined at a time before I assumed the responsibilities of this 
office on March 14 of this year. 

Senator Rospertson. That is true, but has the contract with 
Freeport Sulphur actually been entered into? 

Mr. Gray. Yes, I think it has. But all of those arrangements 
were made before I assumed responsibility. And whereas it is not 
my desire to disclaim any responsibility for anything that the Office 
of Defense Mobilization does, and has done, to the extent that I can 
throw light on it, I am unable to give the committee very much help 
about these spec ific contracts. 

We will try to give you the best information we can on it. 

Senator Ropertson. Well, maybe it would help, under the cireum- 
stances, since you are not the one who gave the directive to General 
Services Administration not to deal with Bethlehem when the General 
Services wanted to do it, and instructed them positively to deal with 
Freeport Sulphur, to ask you these questions: 

What amount of nickel and cobalt would be produced annually 
under the Freeport Sulphur contract? 

Mr. Gray. I will have to try to get some help on that, Mr. Chair- 
man. 

Fifty million pounds of nickel and four million of cobalt, I believe, 
Mr. Chairman. 

Senator Rosertson. Our figure was 4,400,000, which assumes your 
answer is relatively correct. 

Mr. Gray. Yes. 

Senator Rosertson. | believe, as 1 said in my prepared statement, 
we had to pay 74 cents per pound for nickel and $2 a pound for cobalt; 
is that right? 

Mr. Gray. I think that is correct; yes, sir. 

Senator Rosrertrson. What is the outside amount of nickel that 
can be tendered to the Government by Freeport under this contract? 

Mr. Gray. Two hundred and seventy-one million pounds of nickel. 

Senator Rornerrson. And how much of cobalt? 

Mr. Gray. 23,835,000 pounds of cobalt. 

Senator Ronertson. Of cobalt. And how long, at this price, can 
the Freeport Sulphur Co. tender nickel to the Government and require 
the Government to purchase it? 

Mr. Gray. June 30, 1965 

Senator Rorertson. 1965. 

Representative McDonovuau. Or until— 

Senator Rorertson. Or until 271 million pounds have been de- 
livered. 

And what would be the cash return to the company of that delivery 
of 271 million pounds? What would the Government have to pay 
them for that? 

Mr. Gray. It is a matter of multiplication, Mr. Chairman. 

Senator Rorertson. Well, it is $98,129,000; correct? 

Mr. Gray. It sounds correct. 

Mr. WarREN. Mr. Chairman, I think the $98,129,000, referring to 
eash return, does not necessarily involve the amount that would be 
paid for the nickel, but this is a manner by which the contract could 
be terminated. It means that there would be approximately 271 
million pounds of nickel delivered, but the $98,129,000 would not 
necessarily be the figure for the 271 million pounds. 
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Representative Tatty. There is a second “or’’ in the language re- 
ferred to. The complete statement is: 
to June 30, 1965, or until 271 million pounds have been delivered, or until there 
has been a cash return of $98,129,000. 

Senator Ronrerrson. I see. 

Now I believe you have stated that the Freeport Sulphur Co. re- 
quired the Government to take 23,835,000 pounds of cobalt at $2 a 
pound. Is there any defense need for this cobalt? 

Mr. Gray. Well, I believe not for minimum stockpile requirements; 
no, sir. 

Senator Ropertson. Well, as a matter of fact, as of December 31, 
1956, you had 140 percent of minimum requirement on hand and on 
order for Government inventories—isn’t that correct?—the minimum 
requirement being a 5-year supply, and they can furnish it to you 
under this contract that you do not need, and do not want, and never 
will be able to dispose of except at a loss, an additional 23,835,000 
pounds of cobalt at $2 a pound, regardless of what the price may be 
during that time. 

I see the Administrator of GSA in the audience. I want to ask 
him, what is the present market price on cobalt? 


STATEMENT OF FRANKLIN G. FLOETE, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION, ACCOMPANIED BY MAX MEDLEY, 
COMPTROLLER, AND HENRY PIKE, COUNSEL 


Mr. Fiorerse. As I understand it, at the present time it is about 
$1.95 to $2. 

Senator Ropertson. But it could be under $2? 

Mr. Fioere. It could be under $2. 

Senator Roserrson. But you would not like to predict what it 
would be by 1965? 

Mr. Fuoere. I cannot guess that far ahead, sir. 

Senator Rosperrson. Then I will ask Mr. Gray, was there any 
obligation on the Government to have taken cobalt under the con- 
tract that GSA wanted to negotiate with Bethlehem Steel? 

Mr. Gray. Well, Mr. Chairman, I have already indicated I am not 
familiar with Bethlehem Steel negotiations. 

Senator Rospertson. I do not have the source of material before 
me, I just have the report of our staff, and the staff reports that there 
was no such provision in the Bethlehem Steel proposal. 

Mr. Kenpba.u. I can say, Mr. Chairman, as I understand the Bethle- 
hem Steel proposal, it did not include the sale to the Government of 
cobalt. 

Senator Ropertson. Well that is satisfactory. 

Well then, let’s take a look at what this contract is going to cost 
the Government on 271 million pounds of nickel, as between Bethlehem 
Steel and the contract that has been negotiated. 

I will ask you, and you can see if the staff figures on this are correct: 
At 74 cents per pound the Freeport contract would be $200,540,000; 
from Bethlehem Steel they would get 135,500,000 pounds at 64 and a 
half cents market, at $87,397,500, and 135,500,000 pounds from Bethle- 
hem Steel at 64 and a half market less 10 percent, which would be 
$78,655,500, for a total of $166,053,000, showing a difference between 
the 2 contracts on this nickel alone of $34,487,000. (64%-cent market 
price.) 
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In other words, according to these staff figures—and I am going to 
ask your auditor if he can find any mistake in them, and I want them 
identified because you have the official records, and although we have 
examined them you have to make the record for us—we could take"a 
loss on price alone between these 2 contracts, between what GSA 
wanted to do and what your predecessor forced GSA to do, the Govern- 
ment could take a loss of $34,487,000 (on a 64%-cent market price), 
to say nothing of what additional loss might occur if in carrying this 
contract the price goes way below 74 cents and the Government is 
left holding—I will ask Mr. Warren to explain his figures—I read 
them from one page and he says I should have read them from another. 

I will ask him to find out and then ask your auditor to check on 
what he says. 

Mr. Warren. On the basis of the present market price of 74 cents 
per pound, 271 million pounds from Freeport Sulphur would amount 
to $200,540,000. Under the Bethlehem Steel proposal, one-half of this 
amount, at 74 cents per pound, would amount to $100,270,000. The 
other one-half of this amount at 74 cents per pound less 10 percent 
would amount to $90,243,000. Or, the total amount paid to Beth- 
lehem Steel would be $190,513,000, which is $10,027,000 less than 
would have been paid to Freeport Sulphur. 

Senator Rosertson. I understand that is on the present market? 

Mr. Warren. That is on the present market. 

Senator Rospertson. And the figures I used would be if the market 
was at 64% cents. 

Mr. Warren. 64% cents. The previous market price before the 
last price increase. 

Senator Ropertson. And you have another memorandum here that 
says in 1953-54 the market was 60 cents a pound. 

Mr. Warren. Yes. 

Senator Rospertson. Is that correct? 

Mr. WarreEN. Yes, sir. 

Senator Rospertson. Then are we right in assuming, Mr. Gray, 
that on this particular contract the Government is going to take a 
substantial loss on the price of nickel, that it is gomg to give them an 
80 percent tax writeoff on this entire investment in this subsidiary 
plant on which we will take a tax loss, and in addition to that we are 
tied up to buy a lot of cobalt when we have 140 percent of a 5-year 
estimated minimum stockpile supply on hand or on order? 

And that is the difference between what would happen under one 
contract that is favored by General Services Administration, and 
under the other contract that was put through by the Office of Defense 
Mobilization? Is that the situation as you see it? 

Mr. Gray. Well, I am not sure where your question started, 
Senator. Are you asking me whether we will take a loss on the con- 
tract as entered into? I am not sure I understand what it is you want. 

Senator Rorertson. Well, I have shown you the figures, the differ- 
ence at 64% cents and 74 cents, the loss that we have to buy at on this 
contract if they offer the nickel to us. Of course, if they can get more 
for it, they do not have to offer but 30 percent of it to us. Then you 
have to pay the market price if inflation needs put it up and demand 
puts it up. 

My question was: Isn’t it a fact that, as we have just shown, we 
take three types of loss on this contract, one being that the price of 
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nickel is higher than what Bethlehem would have charged; secondly, 
buying cobalt that we did not need; and thirdly, a tax amortization 
which was of 80 percent, which the Secretary said previous ones had 
amounted to about $3 billion of tax loss to the Government. 

Of course this would be added to whatever it was at that time. 
And it will still be more if we do not continue next year the 52 percent 
rate on corporations. Under the law it drops down to 47 percent, and 
everything that they write off quickly they gain when the tax rate 
drops. 

I understand that you cannot explain why this contract was entered 
into, but as ODM possesses the records, I am just asking you to 
identify what was done, and then we will have to inquire from some- 
body else as to why it was done. 

Mr. Gray. Well, I have no reason, Senator, to question the informa- 
tion which the staff of the committee has put together. There is only 
one other thing that I would make a comment about. If you are 
relating these things, for example the tax amortization which was 
granted under the contract that was made, it is my impression that 
under the Bethlehem contract there would have been involved a Cuban 
corporation, which would not have paid taxes to the United States. I 
am not sure about that. I would like Mr. Kendall to check me on 
that. 

Mr. Kenpauu. That is correct. 

Senator Ropmrrson. Well, if you wish, Mr. Floete is here, and I 
can ask him if he could give us, at this point, the figures on what is 
going to be the ultimate difference to the Government between the 
contract that he favored and the one he was forced to enter into. 

Mr. Fioretrr. Well, Mr. Chairman—in the first place, a loan of 
some $80 million or $90 million was to be provided for Bethlehem 
Steel. They were to form a Cuban corporation. The Bethlehem 
Steel Co. was to transfer to this Cuban corporation certain assets 
which they owned, which Bethlehem now owns in Cuba, estimated to 
have a value of $7,500,000. 

In return for that transfer, Bethlehem was to receive all of the stock 
of this Cuban corporation. The repayment of the loan was to be out 
of the net profits of the Cuban corporation. 

There was no obligation on the Government to purchase the nickel, 
although it had a right to purchase half of it if it so desired. 

That makes it pretty hard to compare the results. 

Senator Rongertrson. Well, there was to be no tax amortization on 
the Bethlehem loan, was there? 

Mr. Fiorte. No, sir; it was a Cuban corporation. 

Mr. Kenpa.u. There would be no taxes in the Bethlehem loan, sir. 

Senator Rorertson. What was that? 

Mr. Kenpa.u. There would be no taxes in the Bethlehem loan. 

Just briefly on the Bethlehem proposal and, incidentally, I should 
call attention to the fact that the figures here have been somewhat 
confused. The staff was using a 50-million-pound-a-year plant for 
Bethlehem, and computing the amount that would be available to the 
Government, and the reference to the amount necessary for the Gov- 
ernment to lend the Cuban corporation was based on a 30-million- 
pound plant. 

(Nore on Starr Fiaures.—The exhibit on p. 21, which is a letter 
from the Bethlehem Steel Co. to Mr. Clarence A. Fredell, of GSA, 
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sets forth a budget estimate of $107,500,000 for a plant having an 
annual capacity of 50 million pounds of nickel, including a provisional 
budget of $21,765,000 to cover plan development, general and inflation 
contingencies. This letter iu set forth a budget estimate of 
$137,500,000 for a plant having an annual capacity of 70 million 
pounds of nickel, including a provisional budget of $26,370,000 to 
cover plan development, general and inflation contingencies. This 
letter also made reference to an earlier letter from the Bethlehem Steel 
Co. dated July 18, which included a budget estimate of $75 million 
for a plant having an annual capacity of 30 million pounds of nickel, 
which estimate included a provisional budget of $15 million to cover 
plan development, general, and inflation contingencies.) 

Mr. Warren. Thirty million to seventy million. 

Mr. Kenpatu. But the figures used in the two cases were not the 
same. The loan would be something over $100 million for a plant 
large enough to produce the figure you suggested. The Bethlehem 
proposal was not for Bethlehem to build a plant, but for a Cuban 
corporation to build a plant, the stock to be owned by Bethlehem. 
The Government was to furnish the money to build the plant. The 
risk would be the Government’s. 

Senator Ropertson. Mr. Gray, have you made any survey of the 
stockpile items that have not yet been reached, with a view to deter- 
mine what your policy from now on out is going to be with respect 
to tax amortization in the event the law on the subject is not changed? 

Mr. Gray. Tax amortization with respect to stockpile items? 

Senator Ropertson. You have reached the goal on most of them. 
I understand that you have had goals for 229 items and you closed 
them all except 8. 

Mr. Gray. That is correct. 

Senator Roperrson. All right. I just want to see to what extent 
are you going to be involved in any subsequent controversies over tax 
amortization. There has been a little chatter, as you know, about 
this Idaho Power Co.—and I have a copy of the letter that the Sec- 
retary of the Interior wrote to your predecessor—and you testified 
concerning that before a subcommittee of the Judiciary. 

Mr. Gray. That is right. 

Senator Ropertson. If there is no objection, I will just put a copy 
of that letter in the record here today so we will have it before us. 

(The letter referred to is as follows: ) 

DEPARTMENT OF THE INTERIOR, 


OFFICE OF THE SECRETARY, 
Washington, D. C., March 11, 1957. 
Dr. ArrHuR 8. FLEMMING, 

Director, Office of Defense Mobilization, 
Executive Office of the President, Washington, D. C. 

Dear Dr. FLemMmMinG: As you have requested I have reviewed the record avail- 
able to me with respect to the applications of the Idaho Power Co. for rapid tax 
amortization of the Oxbow and Brownlee hydroelectric developments. 

In the Federal Power Commission’s opinion No. 283 which accompanied the 
decision to issue licenses to the Idaho Power Co. there is included the following: 

‘‘However, under existing law, these public purposes will be realized without 
expense to the United States to the extent that the projects are constructed by 
a non-Federal entity. 

“Development by applicant of the Hells Canyon reach of the Snake River 
would provide 1 million acre-feet of flood-control storage and the required stream- 
flow regulation in aid of navigation on the lower river at no cost to the United 
States. * * *” 
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Since the foregoing excerpts from the Federal Power Commission’s opinion 
indicate the great weight assigned to the benefits to be achieved without cost to 
the Federal Government, it is my view that it would be most inequitable for the 
Federal Government now to assume any portion of the cost of these licensed 
projects. The granting of tax amortization certificates causes the Federal Gov- 
ernment to pay interest on borrowed money to make up for the fact the Federal 
Government receives less taxes than it otherwise would during the tax amortization 
period. Of course, starting with the sixth year the Government receives increased 
tax revenue because of the fact that smaller amortization deductions are then 
available to the holder of a tax amortization certificate. The net cost to the 
Government in the case of tax amortization certificates is the difference between 
the interest it pays on money borrowed as a result of reduced tax receipts during 
the 5-year amortization period and the interest it saves on the larger tax payments 
received by the Government beginning with the sixth year of the amortization 
period. This net cost to the Government in the case of the Idaho Power Co. 
application is inconsistent with the basis on which the FPC granted the license to 
the company, as I view the record. 

Testimony before the Commission appears to establish clearly the company 
made its case before the FPC on the basis that it would not need accelerated tax 
amortization in order to justify granting the license to the company. Testimony 
on this point was adduced from the president of the company, Mr. Roach, as 
follows: 

“Q. Have you in part also explained then why you haven’t made provision in 
your projection of exhibit 28 for any accelerated amortization items relating to 
Oxbow and Brownlee?—A. I think I have explained it in its entirety as far as I 
know. Our filing of the application I felt was an obligation and inherent in our 
fulfillment of our responsibility as officers of the company, because the Internal 
Revenue Act, section 124 (a), specifically provides for it, and had we not at least 
made the effort, even though we had faint hope of any success, we would have been 
derelict in our responsibility to our customers. 

“Q. But I take it that the absence of accelerated amortization items in your 
projection of exhibit 28 is due to the faintness of hope with respect to your pending 
application before the ODM; is that correct?—A. Absolutely. I testified on 
direct that we hadn’t included it, but if it were available to us we certainly would 
tuke steps to put ourselves in the position to take advantage of it, so that if and 
when the time came that seemed expedient and advantageous to do so, we would 
have taken the necessary steps and qualified to take advantage of it’’ (FPC hear- 
ings, pp. 8733-8734). 

In my view the record before the Commission is clear that the company has 
never established any basis of need for the financial assistance provided by accel 
erated tax amortization. Furthermore, I am convinced by the record that the 
hearings before the Federal Power Commission establish that these hydroelectric 
projects were not planned for the purpose of creating excess capacity in the 
company’s system, which has been a critical factor in the granting of tax-amortiza- 
tion certificates. 

Accordingly, I recommend that you deny issuance of the accelerated tax 
amortization certificates requested by the Idaho Power Co. 

Sincerely yours, 





(Signed) Frep A. Seaton, 
Secretary of the Interior. 

Senator Ronerrson. What about these other items that you are 
still going to be buying? 

Mr. Gray. Well, as far as the expansion goals are concerned, 
Senator, as you have indicated, there are at present open only eight 
roals. With your permission | will read those: Production facilities 
for the Defense Department and AEC procurement; then another 
goal, research and development for defense use; a third goal, liquid 
oxygen and nitrogen; fourth, steam turbines; fifth, steel castings; 
sixth, nickel; seventh, strategic mica substitutes; eighth, roll-on and 
roll-off ships. 

Now, as to steam turbines, steel castings, nickel, strategic mica, 
and roll-on and roll-off ships, we have been studying very carefully 
the question of whether these goals should be closed. I learned just 
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this morning that there is a basis for believing, although I cannot 
as of now say that it is conclusive, that we may be in a position to 
close the goal for liquid oxygen and nitrogen. I think that the other 
five goals that I mentioned will soon be closed. 

So, in answer to your question, I think that we will be involved in 
administering tax-amortization certificates largely for defense and 
AEC procurement, and for research and development for defense 
uses. This, as you know, has been a matter of consideration by the 
Senate Finance Committee. Senator Byrd has introduced a bill 
which, in general purpose, would seek to limit amortization to De- 
fense ‘Department items. And I think administratively we are 
moving very rapidly toward a situation which would be contem- 
plated by his bill. 

We have been in discussions with the staff of his committee, a 
representatives of the Treasury and of the Defense Department, i 
trying to work out some language which would meet defense purposes 
and generally accomplish Senator Byrd’s desires in the matter. So 
that the program has been vastly coniracted and restricted, and is in 
the process of further contraction. 

I think it fair to say to you that 1 have proposed to Senator Byrd 
and to his committee staff that perhaps it would be well to leave a 
standby authority in the President, which he could not delegate. 
I am not asking for the authority for the Director of ODM, but author- 
ity in the President to open up the program if at some future time it 
would seem necessary. I repeat, 1 am not asking for that authority 
myself. 

Senator Rospertrson. You did ask that metals and minerals be 
exempted; didn’t you? 

Mr. Gray. Yes, sir; I did ask for that and discussed that with the 
committee staff last week, having in mind rare and specialized metals 
and minerals, not the general run of familiar minerals and metals 
which would be available, but to take care of situations of new dis- 
coveries or new applications brought about by advanced technology 
so that we might have this tool, if it were desirable, to give incentive 
to the production of such items. 

Senator Ropertson. Well, you have filled 221 goals out of 229? 

Mr. Gray. That is right. 

Senator Rospertson. You have a national stockpile valued, I be- 
lieve, at $6,600 million? 

Mr. Gray. It is approximately that; yes, sir. 

Senator Roperrson. The Chair recognizes the gentleman from 
Iowa, Mr. Talle. 

Representative Tarte. No questions at this time, Mr. Chairman. 

Senator Ropertson. The Chair recognizes the gentleman from 
Georgia. 

Representative Brown. Mr. Chairman, we have a bill up, and | 
am going to ask to be excused. 

Senator Ropertson. Surely. I am glad you could come. 

The gentleman from California. 

Representative McDonovuau. Mr. Gray, are these contracts firm 
contracts? There is no open-end deal on the part of the Government, 
we are obligated once they are confirmed to carry them out regardless 
of whether we need the material or not? 
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Mr. Gray. Are you speaking now of the Freeport Sulphur contract? 
Representative McDonoveu. Yes. 

Mr. Gray. That is my impression, sir, that it is a firm contract. 

Representative McDonouau. You assumed the Office of Defense 
Mobilizer on the 14th of March? 

Mr. Gray. Yes, sir; that is correct. 

Representative McDonovau. I have a note here, a letter dated 
March 8, 1957—that is 6 days before you assumed office—between the 
Administrator of GSA and the Freeport Sulphur, pending a definite 
contract to be executed with the Cuban American Nickel Co. 

Mr. Gray. Yes, sir. 

Representative McDonoveu. Were you familiar with that? 

Mr. Gray. Well, I knew that such a letter was written, but I had 
no participation in either the discussions or negotiations that led up 
to this contract. That is why I have said to the chairman, whereas I 
am happy to explain fully any of my own actions, and I am not dis- 
avowing any actions of my predecessor, | am just not able to throw, 
firsthand, any information on these negotiations. 

Representative McDonovucu. Well, you have no immediate sug- 
gestion or solution to this problem of accumulating a stockpile of two 
materials which we have in excess at the present time? 

Mr. Gray. Well, may I say, Mr. Chairman, that I would like to 
check the figure. I agreed without objection to the chairman’s state- 
ment that we had 100-some percent of our minimum objectives in 
cobalt, and if I may, for the record, I would like to check that, because 
the figures I have—my counsel reminds me that we are discussing 
classified information. 

But I would like for the purpose of the committee to have the 
opportunity to speak to the supply situation on that particular mineral. 

Representative McDonoven. What about nickel? That is not 
classified; is it? 

Mr. Kenpauu. That is classified, too, but I may say there, on an 
unclassified basis, that the goal has not been reached. 

Representative McDonovau. The goal has not been reached? 

Mr. Kenpauu. That is correct. 

Representative McDonovuau. That is all, Mr. Chairman. 

Senator Rosertson. The chairman has a copy of the letter of 
intent of March 8, 1957, from the Administrator of General Services. 
Without objection, the Chair will just have that inserted in the record. 

(The letter referred to is as follows:) 

GENERAL Services ADMINISTRATION, 
Washington, D. C., March 8, 1987. 
FreEEporRT SuLPHUR Co., 
New York, N. Y. 

GENTLEMAN: Pending the execution of a definitive contract with Cuban Ameri- 
can Nickel Co. (hereinafter referred to as the contractor), the United States of 
America, acting by and through the Administrator of General Services (herein- 
after referred to as the Government), agrees with the contractor, a wholly owned 
subsidiary of Freeport Sulphur Co., and with Freeport Sulphur Co., as follows: 

The contractor agrees that it will, with or without one or more subsidiaries of 
Freeport Sulphur Co. or of the contractor, at its or their own expense construct 
or cause to be constructed a refinery and related facilities in the United States, 
and other facilities in Cuba, designed to produce annually not less than 50 million 
pounds of nickel metal and approximately 4,400,000 pounds of cobalt metal from 
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ores derived from properties at or near Moa Bay, Cuba, new owned by one or 
more subsidiary companies of Freeport Sulphur Co. 

Freeport Sulphur Co. agrees with the Government to retain until June 30, 
1965, ownership and control over not less than 75 percent, on the basis of voting 
rights and of rights to share in the corporate assets in the event of dissolution, of 
the outstanding capital stock of the contractor. 

The Government will, on 15 days’ notice and subject to inspection, accept all 
nickel metal and cobalt metal that meet national stockpile specifications and are 
produced at such refinery from such ores which the contractor may tender to the 
Government and will pay 74 cents a pound in respect of nickel metal and $2 a 
pound in respect of cobalt metal, delivered f. o. b. common carrier, the contractor’s 
refinery in the United States, in such physical form and minimum quantities as 
may be satisfactory to the Government. Such nickel metal and cobalt metal 
shall be packaged in accordance with Government specifications, and the pack- 
aging shall be for the account of the contractor. 

The obligation of the Government to accept and pay for such niekel metal and 
cobalt metal shall terminate when the cash return realized by the contractor and 
its corporate affiliates from the operation of such facilities reaches $98,129,000. 
The term “cash return’ means the sum of (1) net profits after taking into account 
all proper expenses and taxes (but before dividends and distributions of income 
or capital or amortization of debt and without charge in the form of royalties or 
otherwise for the ore or for exploration and development of ores not required for 
the production of 271 million pounds of nickel metal, and (2) charges against 
operating income not entailing the outlay of cash, such as depreciation, accelerated 
or development amortization, and depletion and other valuation reserves. The 
termination of the Government’s obligations on the basis of the realization of 
such cash return assumes that the total of capital costs (as listed in sehedule I 
annexed hereto) will equal or exceed $106,840,000. In the event such total of 
capital costs accrued as of June 30, 1960, or as of the close of the 12th calendar 
month after the Ist month in which there shall have been produced 1 million 
pounds of salable nickel, whichever date is the earlier, amounts to less than 
$106,840,000, such a termination of the Government’s obligations shall occur 
when such cash return reaches an amount equal to $98,129,000 less 75 percent of 
the difference between $106,840,000 and the actual total of capital costs accrued 
as of such earlier date. 

The determination of cash return and total of capital costs shall be in accordance 
with sound accounting principles and practices and shall be made by certified 
public accountants, and under an audit program, approved by the Government. 

The right to tender to the Government shall pertain only to metals meeting 
national stockpile specifications and is limited to the first 271 million pounds of 
salable nickel produced at such facilities from such ores and to the cobalt so 
produced during the production of that amount of nickel, but not more than 
23,835,000 pounds of cobalt. The right so to tender metals to the Government 
shall terminate, in any event, on June 30, 1965. 

The Government shall have the right to require until June 30, 1965, the sale by 
the contractor to the Government of nickel metal meeting national stockpile 
specifications and amounting to not more than 30 percent of the nickel metal 
estimated to be produced at the contractor’s refinery during each half year ending 
June 30 and December 31, respectively. For this purpose the contractor shall 
notify the Government of the amount of the estimated production 4 months in 
advance of each half year, and the Government shall, 2 months in advance of 
each half year, specify the amount of nickel metal that it requires during such 
half year. The price to be paid to the contractor by the Government for nickel 
metal delivered to the Government under this paragraph shall be a price f. 0. b. 
common carrier, the contracior’s refinery in the United States, equai to the quoted 
market price for electrolytic nickel metal, f. 0. b. common carrier, Port Colborne, 
Ontario, duty paid, prevailing at the time of delivery, but not less than the price 
hereinabove provided with respect to nickel metal which may be tendered to the 
Government. 

The agreement assumes the application, pursuant to section 168 of the Internal 
Revenue Code of 1954, for certificates authorizing accelerated amortization as 
emergency facilities of 80 percent of the required facilities, and is based upon the 
issuance of such certificates by the proper certifying authority. 

This agreement is entered into pursuant to the Defense Production Act of 1950, 
as amended, and the Federal Property and Administrative Services Act of 1949, as 
amended, and all contract provisions now required by Federal law, Executive 
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order, Or applicable regulations, to be included in contracts of this type are 
incorporated herein by reference. 
Tue UNirep States OF AMERICA, 
By ————- — . 
Administrator of General Services. 





Accepted: 
‘REEPORT SULPHUR Co. 
By’ 
Title _ 
Date ph 
CuBAN AMERICAN NICKEL Co. 
ee eos 
Title 
Date 


Moa Bay project—Schedule I 


Cost of construction (from estimate dated Sept. 7, 1956): 


Cubbtii 3.c zt). Sac cdidss> cal aesaens Fees f $52, 000, 000 
United States___- 





iB in = ees eee . PY =’ 24, 000, 000 
Total_ a 000, 000 
Allowance for initial revisions, startup expenses, inflation, and con- 
tingeneies. 60-36 5h. ad Sd Ged ae ae ea eee .... 19, 000, 000 
eae ot 2 . --- 95, 000, 000 
Costs transferable from Freeport Sulphur Co._- 1, 300, 000 
Interest expense and financing costs prior to commencing produe- 
tion... --- ee ee oper: Sen eis 8, 040, 000 
Organizational ‘and development costs prior to commencing pro- 
duction—_-—- ti ia aang is dint A ahead wietaieae 2 2, 500, 000 
Total of capital foete.. 24. 220i. Jin Ol bk: [ 106, 840, 000 


Senator Rospertrson. Now the chairman is going to ask Mr. Floete 
to come forward and, between General Counsel Kendall and the Ad- 
ministrator, we may get some of these questions answered. I am 
going to ask our chief counsel to ask some questions on this nickel- 
expansion program. Since he prepared some questions for me and is 
more familiar with it than I am, it will be more proper for him to ask 
them. You may proceed, Mr. Warren. 

Mr. Warren. Mr. Gray, what is the present policy of the Office of 
Defense Mobilization with respect to tax amortization and loans, the 
incentives which are to be used? 

Mr. Gray. Well, in the administration of the responsibilities of 
this Office, and going back to quite an early day, I think even to Dr. 
Flemming’s predecessor, there was more emphasis put upon the tax- 
amortization program than upon the use of the loan authority. I 
understand that there is currently a good deal of question as to 
whether we should move more toward loans rather than tax amortiza- 
tion, and I am very much interested in examining the respective merits 
of these two programs, and, further than that, of examining them with 
the assistance of this committee, if I could have that opportunity. 
But I think it is true that for a number of years emphasis has been 
put on tax amortization. 

Mr. Warren. I am sure the chairman of the committee would be 
willing for the staff to work with ODM on this problem at any time. 
Can you state, from your experience as Secretary of the Army and 
Assistant Secretary of Defense, as to whether there is any reason why 
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a facility cannot be built with the use of a guaranteed loan or a direct 
loan? 

Mr. Gray. Well, I think not necessarily on the basis of my ex- 
perience in those capacities. I might say that, as Assistant Secretary 
of Defense, I was not involved in this kind of activity. But I would 
say that I know of no reason, out of my general experience, why facili- 
ties cannot be built with the use of a loan. And I think that it comes 
down to a question of judgment, as to which of the various tools 
which may be available should be used at the particular time. And, 
as I say, I am perfectly willing to examine this whole question, which 
I have not gone into very deeply, frankly, in the time that I have been 
in this Office. 

Mr. WarrEN. Can you state what the reasons were at the time the 
policy was issued for favoring tax amortization rather than loans? 

Mr. Gray. Mr. Kendall was there at the time. If you would allow 
Mr. Kendall to respond for me; it is very difficult for me to say what 
was in people’s minds. 

Mr. Warren. All right, sir. 

Senator Ropertson. The Chair recognizes Mr. Kendall. 

Mr. Kenpauu. To go back to the beginning of the policy, back 
actually to the time when ODM was under Charles E. Wilson, of 
General Electric, and to the passage of the original act. 

The Defense Production Act provides, as you well know, that loans 
shall be made, for the purposes of the act, only when private funds 
are not available on reasonable terms. 

Thus, there was a limitation put upon us by statute to make only 
loans that are, shall we say, questionable from a banking stand- 
point. 

That was one reason, of course, for looking elsewhere for incentives. 
And then there was the feeling that the use of Government funds to 
put a plant into being was less desirable than private financing. 

Mr. Warren. Of course, if private funds are available, there is no 
reason to grant tax amortization or loans, is there? 

Mr. Kenpaui. They may be available only on certain terms, as I 
think you know. The thing you have to think about on tax amortiza- 
tion is that in the first place, tax amortization costs the Government 
nothing if the plant is not built; if it is not a success; if its product 
does not sell at a profit; if there are no taxes to be paid to the Gov- 
ernment. It is male when profits are taxed that the first possible cost 
arises for the Government. 

Whereas, if the Government lends the money to build a plant, 
anything that may happen may deprive the public of its funds. 

Mr. Warren. Can we conclude from what you have stated that 
if a loan can be secured, and the Government furnishes tax amortiza- 
tion, that is to be favored over a guaranteed loan or direct loan? 

Mr. Kenpauu. That has been the policy of the ODM for the last 
6 years and more. 

Mr. Warren. Do you feel that you are restricted to that extent 
under the Defense Production Act in the use of the borrowing au- 
thority? 

Mr. Kenpatu. The only restriction in the Defense Production Act, 
outside of the one I mentioned as to making loans only where private 
funds are not available, is, of course, the amount of the borrowing 
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authority itself. The amount of investment under the tax-amortiza- 
tion program is now approaching $40 billion. The total borrowing 
authority under the Defense Production Act was $2.1 billion. 

Mr. Warren. The total certifications do not necessarily govern the 
amount that is outstanding at any one time, does it? 

Mr. Kenpat. On a loan, the funds actually leave the account, of 
course, and on a guaranty, they would not. 

Mr. Warren. Can you state how these loans, or einratiteéd loans, 
affect the Treasury or the Budget? 

Mr. Kenpauu. Well, a loan involves the cash being put out, and a 
guaranty does not, at least at the time the guaranty is made. Only 
when the loss occurs do the funds go out. 

That is a first distinction. 

Mr. WarrEN. Wouldn’t a liability under a guaranteed loan be 
similar to your probable ultimate net cost under the minerals pur- 
chase program? 

Mr. Kenpautu. That is correct. 

Mr. Warren. Therefore, you might have $25 billion in loans out- 
standing, but if you figured on a probable loss of $1 billion, the $1 bil- 
lion would affect the Defense Production Act rather than the $25 
billion; is that correct? 

Mr. KenpAuu. No; unless you misspoke yourself—$25 billion in 
guaranties might be- 

Mr. Warren. I am referring to guaranteed loans. 

Mr. Kenpauu. Yes; in guaranties that could happen. Yes. 

Mr. Warren. Therefore, loans could have been extended under the 
Defense Production Act—-— 

Mr. Kenpauu. Loans, now, or guaranties? 

Mr. Warren. This loan could have been extended under the 
Defense Production Act? 

Mr. Kenpauu. Oh, ves, we had authority to make this loan because 
the private funds were not available to the Cuban corporation to 
develop this particular deposit. 

Mr. Warren. And on the basis of Secretary Humphrey’s figures 
before the Finance Committee, do you agree with those figures of the 
$3 billion loss? 

Mr. Kenpatu. No, sir, I don’t. That is not important, whether 
I agree with him or not. I am not sure how he arrived at them. 
But it is necessary, to arrive at any figure of loss to assume several 
things. You have to assume that the Government borrows the money 
to replace any tax reduction, and then assume that the interest 1s 
never paid, or, if paid, is only paid by new borrowings to cover the 
interest over the period of the deferment of taxes. Then you can 
arrive at a cost, and I am sure that under those assumptions a figure, 
something in the neighborhood of $3 billion, might be arrived at. 

Mr. WARREN. Now, Mr. Humphrey figured that there has been a 
loss of $3 billion in revenue on tax-amortization certificates issued. 
What is the total figure, how many have been issued? 

Mr. Kenpatu. Some 22,000 certificates for a total investment of 
$38 and a fraction billion, as I remember it. 

Mr. Warren. Twenty-eight or thirty-eight? 

Mr. Gray. Thirty-eight. 

Mr. Kenpauu. Thirty-eight investment. 
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Mr. WarREN. The representatives from the Federal Reserve 
Board are present, if I am incorrect on this, the total amount of 
guaranteed loans in World War II, and under the Defense Production 
Act, amount to approximately $13 billion—there has been a profit of 
several million on those guaranteed loans. Do you know of any 
reason why guaranteed loans could not have been used to accomplish 
the purpose that was accomplished in tax amortization? 

Mr. Kenpa tt. I think the purpose could have been accomplished, 
but I do not think the same result could have been achieved with the 
figures that you have mentioned. 

Mr. Warren. You think the losses would have been greater in 
constructing facilities? 

Mr. Kenpauu. No; I was referring to the amount of the loans. 
Whether or not there would be losses would depend, of course, on the 
general nature of the loan. Under the limitations of the Defense 
Production Act, the loans could be made only if private funds were 
not available. The percentage of poor returns would likely be some- 
what larger than under an unlimited loan program. 

Mr. Warren. In connection with the figures on the variations in 
cost between the Bethlehem Steel proposal and the Freeport Sulphur 
contract, without regard to cobalt and in connection with the point 
that you mentioned earlier on the Bethlehem Steel, insofar as tax 
amortization and taxes, as I understand it there would have been no 
taxes and no tax amortization either; is that correct? 

Mr. Kenpauu. That is correct, a Cuban corporation—the stock 
held by the Bethlehem Steel Co., and presumably the payment of 
dividends could have been controlled by the Bethlehem Steel Co., so 
as to bring the profits subject to taxation in this country at such time 
as the corporation wished to. That is, it would be tax amortization 
at their own election over such period as they wished. 

Mr. Warren. On that basis the cost of the facility to the Bethle- 
hem Steel Co. would not have been of any interest to the Government, 
is that correct? 

Mr. Kenpa.u. There is no cost—— 

Mr. Warren. They were going to borrow the money and build 
the plant. They were going to pay the money back, so tlie cost of 
the plant would not have been of any interest to the Government, 
would it? 

Mr. Kenpatt. If they borrowed the money from the Government 
it would be of interest; yes, sir. 

Mr. Warren. They would pay interest on the money, wouldn’t 
they? 

Mr. Kenpaut. If it were paid back; yes, sir. Bethlehem Steel 
was not, itself, willing to finance the development, it wanted the 
Government to do it. 

Mr. Warren. On the basis of the amount that the Government is 
now paying the Freeport Sulphur Co. for ore at the Government- 
owned Nicaro plant, and on the basis of other security, what would 
have been the total security which Bethlehem Steel Corp. would 
have put up—or its subsidiary company? 

Mr. Kenpa.u. I am not sure I understand the question. Is it 
the suggestion that the amount of ore body or the royalty-free license 
that Bethlehem was to give the Cuban corporation, the value at the 
present rate the Government is paying for a carload—— 
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Mr. Warren. That is only a method of arriving at the valuation. 
If you have a différent valuation, whatever the value was? 

Mr. Kenpauu. Well, I think if I am not mistaken we have paid 
as little as 8 cents a ton for ore, and as much as—I think perhaps 
in the Nicaro case, as high as any that the Government has paid, 
$1.70, or something like that. 

Mr. Fuorre. That is correct. 

Mr. Warren. On the basis of the present price, what security 
would Bethlehem Steel have put up? 

Mr. Kenpati. Whatever the valuation of 50 million—what was it, 
50 million tons? 

Mr. WarrReEN. That is correct. 

Mr. Kenpauyi. Whatever the value of 50 million tons of ore in that 
body is. And of course, I do not know its value. 

Mr. Warren. What would be the value of that, Mr. Pike, do you 
know—or Mr. Floete? 

Mr. F.Lorrr. You cannot answer categorically. However, we have 
purchased additional ore bodies for the Nicaro plant during the past 2 
years, and the average cost to the Government has been in the vicinity 
of 25 cents a ton. Now that does not tell the whole story because in 
some instances they contain less nickel; that ore is not quite as high 
in nickel content as that we are buying from Freeport Sulphur. I 
think the Bethlehem ore, which we have started to investigate, is 
perhaps slightly less than that the Government has bought, about 1 
percent—the Bethlehem is. 

Mr. Warren. Would you say the ore body would be worth $12.5 
million, then, on that basis? 

Mr. Fionre. Fifty million tons, at 25 cents; yes, I think that is 
worth that, if it contains | percent nickel. 

Mr. WarrEN. The total amount of other assets which they would 
have put up, $7.5 million? 

Mr. Fiorrte. I do not know whether they have valued this ore body 
in that $7.5 million figure, or not. It included a railroad and certain 
plant facilities which they now have in Cuba. 

Mr. Warren. If the ore body was not designated in the figures, the 
total assets would have been approximately $20 million; is that correct? 

Mr. Fiorrer. Yes, sir. 

Mr. Kenpatu. You describe that as security for the loan? 

Mr. Warren. I understood they were to put up the ore body and 
also the plant itself as security for the loan. Is that correct? 

Mr. Kenpa.. It would be the total assets of the corporation. I 
suppose a mortgage might have been taken. As I remember, the 
corporation, the Cuban corporation’s total assets were to be certain 
installations already in place and a royalty-free lease. 

Mr. Warren. I am just attempting to arrive at what figure we 
could place on the assets which the Bethlehem Steel Corp. was willing 
to put up. 

Was any evaluation arrived at in the Government anywhere as to 
what those assets were? 

Mr. Kennan. There may have been at GSA. I do not know. 

Mr. Pike. We never got to that stage, Mr. Warren, of valuing the 
assets. We never got to the stage of negotiating the contract with 
them. This was their proposal to put up the stock for this Cuban 
corporation; in connection with that, they were to transfer these assets 
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to the Cuban corporation. 
to guarantee this loan. 

Mr. Warren. But the total assets which they would have put up 
would have been worth something like $20 million, I assume? 

Mr. Pixs. The only figure that they alleged in their presentation to 
us was $7,500,000 which presumably did not include the ore body. 

Mr. Fiorte. Their estimates indicate that in excess of $7,500,000 
would be required to replace the transportation, mining, shop, and 
housing facilities now in existence on Bethlehem’s properties in this 
area. ‘That was their description of it, and then there was a royalty- 
free transfer of up to 50 million tons of their ore. 

Mr. Warren. And at what do you value the total amount of the 
assets? 

Mr. Fiorre. Assuming that their figures are correct—I have no 
way of knowing whether the $7,500,000 is right or not, but assuming 
that, and assuming the price of 25 cents a ton, you come out to $20 
million, 

Mr. Warren. | understood from your testimony at the earlier 
hearing that the General Services Administration recommended the 
Bethlehem Steel proposition to ODM. Is that correct? 

Mr. Fioerte. Yes, sir; we recommended consideration of their pro- 
posal, stating that in our opinion the proposal, as made, could be 
considerably bettered. 

Mr. Warren. What were the facts that were available to you at 
that time when you made your recommendation? 

Mr. Frorre. Well, largely what was embodied in this letter which 
we had from them. It seemed futile for us to go much further until 
we had an expression of opinion from ODM as to whether that 
method would be an acceptable one, since it departed from the 
directive issued last May, a year ago, which was on an incentive 
basis rather than on a loan basis. 

Senator Ropertson. Well, if I may interrupt there, it seems from 
your testimony, Mr. Floete, that the subsequent facts have justified 
the judgment that you exercised at that time, that the Government 
would get a better deal out of Bethlehem than it finally got out of 
what it entered into. 

Now who has the final say-so about the future of this stockpiling 
program? How much are we going to keep putting in there, and for 
what kind of war are we getting ready? Are we getting ready for 
atomic war, are we getting ‘ready for a 5- or 6-year war, or a 30-year 
war, or what? Who is going to determine that? 

Mr, Fiortre. ODM, sir. 

Senator Ropmerrson. ODM determines that? 

Mr. Fionre. I mean, at least not GSA. [Laughter.] 

Mr. Gray. Well, Senator, it is the responsibility of ODM, based 
upon work with the other agencies of Government. I would not 
myself be able to determine what kind of a war we are going to have. 
This, of course, as well as anybody can determine it, 1 suppose, is a 
job of the Defense Department. 

But if I understand your question, the matter of what the objectives 
in the stockpiling program should be are under review and study at 
the present time and will relate to the plans and programs of the 
Defense Department. 


Bethlehem Steel Corp. itself was not going 
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So that this is not a matter which has been settled; it is actively 
under consideration in those offices of Government which are charged 
with this responsibility. 

Senator Rosertson. Well, the reason I asked that question is that 
Secretary Wilson testified before the Senate Appropriations Com- 
mittee last week that you could not make any worthwhile policy 
determimation of stockpiling unless you determined what the stock- 
piling was for, what kind of a war you were going to get ready for. 

Then General Taylor said it is very difficult to know what kind of 
a war you are getting ready for. Yet, all of them will testify that if 
war comes in @ major way, we are going to use atomic weapons. Well, 
if we use atomic weapons it stands to reason it won’t be a 5-year war. 
If the Air Force is right about what they can do, and what the other 
side probably will be able to do, there won’t be any 5-year war. 

Is there any way to get this program reviewed? Aren’t you plan- 
ning to spend $200 million or $300 million a year on it from now on out? 

Mr. Gray. I do not think it is fair to say that we have plans from 
now on out. 

Senator Roperrson. Well, how much are you planning to spend in 
this coming fiscal year on this program? 

Mr. Gray. Well, on actual market purchases, the figure is-—— 

While the information is being developed about what the coming 
fiscal year program is, Mr. Chairman, let me say this, that I de not 
think it is reasonable to assume that the deficit between what we have 
in the stockpile now and what have been the stockpile objectives, is 
necessarily going to be an objective to be met. 

Senator Rosrertson. Well, at the last hearing we showed that when 
we got delivery of everything that was being ordered, you were going 
to have an $851 million loss. And you are still buying some things 
that do not meet stockpile requirements, and you have a contract— 
which we just brought out—for a lot of cobalt that you do not need at 
all, and chances are you will never be able to use. 

I just wondered if there was any way, when people are clamoring 
so for a little reduction in spending and a little reduction in taxes, 
that we could effect a little economy in this program. 

Mr. Gray. I think there are ways; yes, sir. 

Mr. Fiorrre. Mr. Chairman, this is a list of all existing DPA con- 
tracts. There are 45 in this list, covering 14 minerals. Of those 45, 
one of them was made in 1950, 1 in 1951, 23 in 1952, 11 in 1953, & in 
1954, 3 in 1955, 2 in 1956, and 1 in 1957. 

Now that indicates a steady decline in the number executed, which I 
think partially answers the question that you have in your mind. 
Most of them, over four-fifths of them, were made at least 4 years ago. 
Now they are firm contracts on which the Government has an 
obligation. 

Senator Rospertson. The Chair recognizes his friend from Texas, 
Mr. Patman. 

Representative Patman. Thank you, sir. I just wanted to ask 
about manganese. Are you stockpiling manganese now? 

Mr. Fiorrr. You mean the 

Representative ParTMAN. Beneficiated manganese. 

Mr. Gray. While he is looking that up, I will go back to the other 
question, Mr. Chairman. 
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You may recall that the House cut $130 million out of stockpile 
funds requested, out of which would have gone—well, I do not know 
what the Senate will do with it, but assuming that cut holds, all of 
those funds, $130 million, would have gone to reimburse DPA and 
CCC for materials which they had acquired under their respective 
programs. But aside from that, and leaving aside the $130 million, 
we will in fiscal 1958 be working with $152.2 million, a portion of which 
will be open market purchases, and a portion will be for reimbursing 
transfers, some transfers, to the stockpile from Defense Production. 

There will be practically no transfers from CCC under this program 
for 1958. So what we are talking about, both in open market pur- 
pr and in transfers of materials already accumulated, is $152.2 
million. 

Senator Rospertson. Well, now, last year we amended the Defense 
Production Act to direct a study of the desirability of dispersal. 

Do you have in mind in the plan about dispersal for industry, 
safeguards against atomic energy nuclear attack? 

Mr. Gray. May I say, Mr. Chairman, that I have, which I am 
filing with you today, a report dated May 20, to your joint committee, 
on a whole range of mobilization preparedness measures, and there is a 
section in this printed report which has to do with dispersion. I do 
not know whether that would satisfy your question or not, sir. 

Senator Rospertson. It would for the time being until we see it. 
Without objection that report will be filed. 

(The report referred to will be printed as Defense Production Act 
Progress Report No. 40.) 

Senator Ropertson. The Chair will offer for the record some 
material bearing on the earlier question on this nickel contract: One 
is from releases of ODM concerning tax amortization in preference to 
loans; and statements on the general background on the Freeport 
Suphur and Bethlehem proposals; and correspondence with Bethlehem 
Steel on the nickel proposal. They will go in the record. 

(The material referred to is as follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
Washington, D. C. 


Press Re.ease No. 504, May 17, 1956 


A revised expansion goal for nickel, aimed at providing a United States annual 
supply of 440 million pounds of the metal by 1961, was announced today by 
Director of Defense Mobilization Arthur S. Flemming. The goal embraces both 
imported and domestically produced nickel. 

At the new objective level, the available nickel supply for civilian and defense 
use including the national stockpile would be 140 million pounds above the present 
annual supply and 60 million pounds over the previous goal of 380 million pounds. 

To achieve the revised goal, two types of Government incentives are being 
authorized by ODM: rapid tax amortization under which a portion of the total 
investment of private industry in new or expanded facilities may be amortized 
in 5 years rather than at the normal rate, and Government purchase contracts. 

Mr. Flemming said the General Services Administration is being authorized to 
negotiate contracts under the new and additional expansion program which would 
be financed by Defense Production Act funds. That program would call for the 
Government to agree to buy specified quantities of the nickel which would be 
produced by new or expanded facilities at present market prices. 

Should proposals from industry to increase capacity exceed the expansion goal, 
the ODM will give preference, within the goal limit, to those plants promising 
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early delivery and which by dispersal or other safety factors would offer greater 
security in the event of an emergency. ; 

The revised expansion goal and the additional 'ex —— program were approved 
after consultation with the Defense Mobilization Board. 





Executive OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
Washington, D. C. 

Press RELEASE No. 526, Juty 31, 1956 


Arthur 8. Flemming, Director of Defense Mobilization, authorized today the use 
of an additional incentive intended to bring about the early achievement of the 
nickel expansion program. 


Mr. Flemming said that he was instructing the General Services Administra- 
tion as follows: 

“In addition to the incentives of rapid tax amortization and market price pur- 
chase contracts previously authorized for the encouragement of nickel production 
expansion, the Government is prepared to discuss with domestic and foreign pro- 
ducers further financial assistance to cover unusual development costs in bringing 
new production into being as quickly as possible where it is demonstrated assist- 
ance is justified. Such assistance if given will be reflected in the price paid for 
metal put to the Government and metal so purchased will, as a rule, be placed in 
the strategic stockpile. Metal that the Government agrees to purchase under 
such arrangements also will be subject to call by the Government if it is deter- 
mined that such action is required for the national security.” 


Mr. Flemming authorized the use of the new incentive after consulting with the 
Defense Mobilization Board. 





GENERAL SERVICES ADMINISTRATION, 
DrFENSE MATERIALS SERVICE, 


Washington, D. C., August 3, 1956. 
Mr. A. J. SLATER, 


Assistant to Vice President, 
Bethlehem Steel Co., Bethlehem, Pa. 

Dear Mr. Starer: Your letter of July 18 to Edward K. Mills, Deputy Ad- 
ministrator, has been referred to this service. 

During the past week the Office of Defense Mobilization has added another 
incentive in the proposed nickel expansion program. In addition to rapid tax 
amortization and long-term purchase contract at current market prices, another 
incentive has been added to cover unusual development costs. This additional 
incentive will be reflected in the price of the material produced and delivered to 
the Government. Direct loans or guaranteed loans are not contemplated under 
this program. 

We look forward to hearing from you at your earliest convenience or discussing 
with you personally regarding your proposal in the light of this new announcement, 


both as regards the 30 million pounds per year plant and a 50 million pounds per 
year plant. 


Sincerely, 


E. H. WEAVER. 


BETHLEHEM STEEL Co., 


Bethlehem, Pa., August 23, 1956- 
CLARENCE A. FREDELL, 


Acting Chief, Expansion Branch, Materials Division, 
General Services Administration, Washington, D. C. 


Dear Mr. FREDELL: Referring to my letter of July 18, 1956, to Mr Edward 
K. Mills, Jr., in which I outlined a suggested basis on which we would be prepared 
to work with the GSA to provide additional nickel-cobalt capacity in Cuba, if 
the interest of GSA in increasing such capacity would appear to justify it: 

My letter of July 18 included a budget estimate of $75 million for the eon- 
struction of a Cuban nickel-cobalt plant, having an annual capacity» 30 million 
pounds of nickel and 3 million pounds of cobalt. Such budget estimate! neluded 
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all material, equipment and construetion costs, initial inventory of operating 
supplies and spare parts, and starting up expense and also included a provisional 
budget of $15 million to cover plan development, general and inflation contin- 
gencies. 

You have asked that we furnish you with comparable budget estimates for 
plants of larger annual capacity; one to have an annual nickel capacity of 50 
million pounds and the other to have an annual nickel capacity of 70 million 
pounds. 

As I advised you in our phone conversation yesterday, such estimates are as 
follows: 

The budget estimate for a plant having an annual capacity of 50 million pounds 
of nickel and 5 million pounds of cobalt is $107,500,000, including a provisional 
budget of $21,765,000 to cover plan development, general and inflation con- 
tingencies. 

The budget estimate for a plant having an annual capacity of 70 million pounds 
of nickel and 7 million pounds of cobalt is $137,500,000, including a provisional 
budget of $26,370,000 to cover plan development, general and inflation con- 
tingencies. 

As I indicated in our telephone conversation all of these estimates are based on 
unit material and equipment costs which were developed in detail in the summer 
of 1954 and we can, of course, bring them up to date if you shall indicate your 
interest in having us go forward with any one of the plants. I do not believe that 
the budget estimate for the selected plant would be substantially changed by 
putting it on a current basis, since any increase in the basic construction estimate 
would probably be substantially or completely offset by a reduction in the pro- 
vional budget for general and inflation contingencies. 

The financing plan outlined on pages 3, 4, and 5 of my letter of July 18 would, 
it seems to me, be the soundest basis for a 30-million, 50-million, or 70-million 
pound Cuban nickel expansion program and whatever the size of the new nickel- 
cobalt plant, we would suggest that, to the date of full repayment of the invest- 
ment in the new plant, the GSA should have an option and right (but no obliga- 
tion or commitment) to call upon the plant to sell to the Government, at 90 per- 
cent of market price, such nickel as the Government may desire to purchase for 
the stockpile in annual amounts not in excess of 50 percent of the plant’s annual 
nickel producing capacity. 

I believe that a contract which gives the Government the right to call, at a dis- 
count, such nickel as it may over the next 10 to 12 years or longer find it advisable 
to stockpile on the basis of conditions in effect at the time the calls are made will, 
in the long run, be far more satisfactory to all concerned than a contract that would 
currently commit the Government to purchase substantial quantities of nickel at 
prices substantially above market for future delivery over a period extending well 
into 1965, even though conditions at the time of such future deliveries may be 
such that the Gqvernment may then have no real interest in buying and stock- 
piling nickel at any price. 

Very truly yours, 
A. J. SLATER, 
Assistant to Vice President. 


EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
Washington, D. C. 

Press RELEASE, No. 546, NoveMBER 8, 1956 


The Office of Defense Mobilization today ruled out direct Government loans as 
an incentive to industry for increasing United States nickel supplies. 

The incentives now in effect are rapid tax amortization and Government pur- 
chase contracts which would, where justified, make allowances for unusual develop- 
ment costs. 

The incentive program had been under review as & result of a proposal by a 
domestic company which called for a direct Government loan to assist in financing 
the company’s project. 

On May 17, 1956, ODM set an annual nickel supply goal of 440 million pounds 
to be available by 1961. 
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NoveMBER 8, 1956. 
Mr. A. J. SLATER, 


Assistant to the Vice President, 
Bethlehem Steel Co., Bethlehem, Pa. 


Dear Mr. Siater: We enclose copy of a news release which was issued today 
by the Office of Defense Mobilization announcing its decision not to amend the 
ODM directive governing the expansion of nickel facilities. 

Your proposal, based upon a Government loan to assist in financing your Cuban 
nickel project, must accordingly be refused. 

We would welcome the early opportunity of discussing your interest in under- 
taking a nickel project in Cuba under some arrangement covered by the existing 
ODM Directive. 

Sincerely yours, 
Epwarp K. Muas, Jr., 
Deputy Administrator. 


BETHLEHEM STEEL Co., 
Bethlehem, Pa., November 14, 1956. 
Mr. Epwarp K. MILs, Jr., 
Deputy Administrator, General Services Administration, 
Washington, D. C. 

Dear Mr. Mitts: I have, and thank you for, your letter of November 8, 1956. 

As indicated in our telephone conversation vesterday afternoon, and for the 
reasons outlined in my letter to you of July 18, 1956, and in my letters of August 
23 and 31, 1956, to Mr. Fredell, it seems to us that the price and quantity limita- 
tions of the existing ODM directive on nickel expansion incentives so restrict its 
effectiveness with respect to the nickel development programs we have had under 
discussion that any arrangement within the scope of the existing directive would 
fall far short of justifying the investment that would be involved, particularly in 
view of the uncertainty as to the source of the demand that would support an 
annual nickel supply of 440 million pounds. 

If, at any time in the future, the ODM directive shall be revised, and your 
interest in the matter would then appear to justify it, I shall be available at any 
time at your request to meet with you or your associates in Washington to con- 
tinue our discussion of the problems involved in attempting to attain the nickel 
supply goal of ODM. 

Sincerely yours, 
A. J. SLATER, 
Assistant to Vice President. 





SUMMARY OF THE FREEPORT SuLPpHUR Co. NickEL CONTRACT AND THE 
BETHLEHEM STEEL Co. PROPOSAL 


BACKGROUND 


On May 17, 1956, the Director of the Office of Defense Mobilization announced 
a revised expansion goal for nickel aimed at providing an annual supply of 440 
million pounds of nickel by 1961. To achieve this goal it was estimated that the 
available supply would have to be expanded by another 100 million pounds 
annually. Between July 1, 1956, and October 15, 1956, two companies, the 
Bethlehem Steel Co. and the Freeport Sulphur Co., submitted expansion programs 
approximating the objective desired. he Bethlehem Steel Co.’s proposal in- 
volved production facilities of 30 to 70 million pounds a year and the Freeport 
Sulphur Co.’s involved production facilities of 50 million pounds annually. 

During this period the International Nickel Co. advised Government officials 
that it was seriously considering the announcement of plans to undertake the 
development of its Moak Lake property in Ontario, Canada, one of the largest 
nickel-contained ore bodies in the Western Hemisphere. It was estimated that 
the annual production of nickel from this source would probably be between 60 
to 100 million pounds a year. Government officials understood that Inco would 
make a definite announcement of its plans about November 5, 1956. Based on 
past history approximately 65 percent of any new supply of nickel produced in 
Canada could be expected to be available to the United States. 

It would appear from the above that the additional 100 million pounds objec- 
tive might be achieved by a combination of any 2 of the 3 proposed programs 
under consideration: Bethlehem Steel Co. and Freeport Sulphur Co.; Bethlehem 
Steel Co., and Inco; and Freeport Sulphur Co., and Inco. 
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On December 5, 1956, Inco announced its plans to develop the Moak Lake 
property and estimated the net increase in its total annual production would 
amount to 105 million pounds starting in 1960. In announcing this expansion 
program, the president of the International Nickel Co. stated that Inco had taken 
into account the published invitation by ODM to companies inside and outside 
the United States for the development of plans for new and expanded nickel 
production facilities. He said that in response Inco had submitted a proposal 
to the United States Government covering the expansion projects now announced 
and the circumstances under which a portion of the nickel from Inco’s new and 
additionally expanded facilities might be supplied, at market prices, to the 
United States Government. 

He stated that while Washington had not accepted Inco’s proposal, Washington 
had confirmed that if it determines to enter into contracts for new nickel produc- 
tion in Cuba in connection with its invitation for proposals for expanded pro- 
duction, consideration would also be given to providing Inco with the right to 
deliver some portion of its new Canadian production to the United States national 
stockpile. With this confirmation, Inco is proceeding immediately to initiate 
these extensive expansion projects, the president of Inco said, in order to avoid 
substantial delays by taking advantage of the winter freezeup for transportation 
of construction equipment. 

On October 15, 1956, the Freeport Sulphur Co. completed a 2-year pilot-plant 
program, under Government contract, to determine whether its proposed process 
for recovering nickel and cobalt from the Cuban ores would be commercially 
economical. The cost of construction and operation of the pilot plant was financed 
entirely by the Government at a cost of about $6.3 million. At the termination 
of the contract, the company decided the process to be economically feasible 
providing the nickel was sold at higher than the then prevailing market price 
of 64% cents per pound. The October 17, 1956, proposal called for a nickel price 
to the Government of 90 cents per pound, plus escalation on operating costs, and 
cobalt at a flat price of $2.60 per pound. This proposal was rejected by the 
General Services Administration and on January 10, 1957, the Freeport Sulphur 
Co. made another proposal offering the nickel at a slightly lower price (between 
80 and 90 cents per pound) to the Government and cobalt at $2.35 per pound. 
This proposal provided that the Government would either purchase or accept 
“puts” of the company’s entire production (271 million pounds of nickel and 
23.8 million pounds of cobalt) for the period ending June 30, 1965. Under this 
proposal, as well as the previous one, the company would be given rapid tax 
amortization and premium prices by the Government which would permit the 
company to recover the cost of the facilities in about 6 years or less. 

Following a series of discussions, GSA offered a counterproposal to the Freeport 
Sulphur Co. on March 1, 1957, and on March 8, 1957, entered into a letter of agree- 
ment which may be summarized as follows: 


FREEPORT SULPHUR CO. 
A, Agreement 
Letter dated March 8, 1957, between the Administrator of GSA and the Freeport 
Sulphur Co. pending a definitive contract to be executed with the Cuban American 
Nickel Co., a wholly owned subsidiary of Freeport Sulphur. The Freeport 
Sulphur Co. agrees to retain until June 30, 1965, ownership and control over 
not less than 75 percent of the outstanding capital stock of the Cuban company. 


B. Production 


The company agrees to construct at its own expense a refinery and related 
facilities in the United States and other facilities in Cuba. During the period 
from 1959 through June 30, 1965, the company proposes to produce not less than 
50 million pounds of nickel and approximately 4.4 million pounds of cobalt 
annually, or a total of 271 million pounds of nickel and 23.8 million pounds of 
cobalt. The ores are to be derived from properties at or near Moa Bay, Cuba, 
now owned by one or more subsidiary companies of Freeport Sulphur. 


C. Reserves 

The General Services Administration has been informed that the company’s ore 
reserves are entirely sufficient to support this operation. 
D. Construction time 


The company estimates construction of facilities will require approximately 
2% years with production starting in 1959. 
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E. Government obligation 


The company has the right to tender to the Government the first 271 million 
pounds of nickel (meeting stockpile specifications) produced and the cobalt pro- 
duced during the production of this amount of nickel, but not more than 23,835,000 
pounds, at a fixed price of 74 cents for the nickel and $2 a pound for the cobalt, 
f. o. b. company’s refinery in the United States, providing such production is not 
sold commercially. The right to tender these quantities to the Government 
expires on June 30, 1965. 

The Government has the right to require the company to deliver to the national 
stockpile a total not to exceed 30 percent of the nickel produced at the company’s 
refinery during each half year ending June 30 and December 31, respectively. 
The price to be paid by the Government for this nickel shall be the market price 
prevailing at the time of delivery, but not less than 74 cents a pound. 

The obligation of the Government to accept and pay for such nickel and cobalt 
which the company may request to “‘put’’ to the Government shall terminate 
when the cash return realized by the company and its affiliates from the operation 
of these facilities reaches $98,129,000. 

The agreement assumes that the company will make application for certifi- 
cates authorizing accelerated amortization for 80 percent of the total facilities 
investment. 


BETHLEHEM STEEL CO, 
A. Proposal 


On July 18, 1956, the Bethlehem Steel Co., at the request of the Deputy Admin- 
istrator, General Services Administration, submitted a proposal to construct a 
nickel plant in Cuba to produce 50 million pounds annually. The proposal 
included the organization of a Cuban corporation (Compania Minera Mayari, 
8. A.) whose operations would not be subject to United States taxes. 

In a subsequent letter dated August 23, 1956, the company, again at the request 
of the Deputy Administrator of GSA submitted estimates covering the cost of 
facilities to produce either 30 million pounds or 70 million pounds annually. 


RB. Alternative production plans 


(1) 30 million pounds of nickel per year and 3 million pounds of cobalt. Esti- 


mated cost of plant: $75 million. 
(2) 50 million pounds of nickel and 5 million pounds of cobalt. Estimated 
cost of plant: $107,500,000 


(3) 70 million pounds of nickel and 7 million pounds of cobalt. Estimated 
cost of plant: $137,500,000. 


C. Reserves 


The nickel ore reserve is estimated to be one of the largest, if not the largest, in 
the world. 


D. Construction time 


Company estimated it would require 2% years to construct the plant and 
another 6 months to bring it up to full production. 


FE. Financing plans 


The company proposed a line of credit from Export-Import Bank or other 
Government agency to cover the cost of the facilities. It was agreed that the 
Cuban company would devote the entire net revenue of its operation to the repay- 
ment of this loan. All the stock of the Cuban company would be issued to and 
owned by the Bethlehem Steel Co. In exchange for the stock, the Bethlehem 
Steel Co. agreed to transfer to the Cuban company approximately $10 million 
worth of existing facilities (including railway, mining equipment, and port, plant 
and housing facilities) located on the property; 50 million tons of nickel-contained 
ore on a royalty free basis plus the use of the Bethlehem recovery process at no 
charge. (On the basis of the royalty fee which the Government is now paying to 
Freeport for ore processed in the Government-owned Nicaro plant, GSA estimates 
hat the 50 million tons of ore would be worth $36,250,000.) 

Security for the loan included all assets of the subsidiary company which would 
own the plant, including all facilities and 50 million tons of ore. 

The Bethlehem Co. agreed to pledge all of the stock of the Cuban company to 
secure the repayment of the loan, The Bethlehem Co., however, reserved to 
itself the option to redeem the pledged stock by paying the full amount of any 
such unpaid loan deficit. The time to be allowed for the repayment of the loan 
would be determined bv the tax arrangements made with the Cuban Government. 
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F. Government obligation 

The development credit loan from the Export-Import Bank or other Govern- 
ment agency was the only financial assistance requested of the Government. 
The company did not request the right to tender any portion of its nickel produc- 
tion to the Government. It did agree to extend the Government the option, 
without any commitment, to purchase 50 percent of the nickel produced annually 
at 10 percent below the market until such time as the loan had been fully repaid. 

Since the subsidiary is a Cuban corporation, no request was made for rapid tax 
amortization. 

Senator Ropertson. Any further questions? 

Representative Parman. I think Mr. Floete has the answer to the 
question as to the manganese. 

Mr. Meptey. The answer is “‘yes,” sir. However, the extent of it 
is classified information. We will be glad to file it with the committee. 

Representative Parman. I wish he would file it with the committee, 
Mr. Chairman, the information about the manganese. 

Senator Rosertson. Will that be done, sir? 

Mr. Fioete. Yes, sir. 

Representative Tatty. Mr. Chairman? 

Senator Ropertson. Mr. Talle. 

Representative Tauue. If I may, I should like to ask Mr. Kendall 
a few questions because I recognize Mr. Kendall as one who has 
worked in this field from the beginning. 

Mr. Kenpatu. In one way or another, that is right, sir; yes. 

Representative Tatie. Will you recite briefly something about the 
origin and history of the Office of Defense Mobilization? 

Mr. Kenpa.u. Yes, sir. The Office of Defense Mobilization was 
first established by Executive order in December of 1950, which you 
will remember as the month in which the Red Chinese volunteers 
created a difficult situation in Korea. The first Director was Charles 
E. Wilson of General Electric. 

The Office of Defense Mobilization, created by that order, had as 
its particular task, the coordination of a number of agencies involved 
in the mobilization of the United States for that action in Korea. 
One of them, the Defense Production Administration, of which I was 
then the General Counsel, had particularly the authority under the 
Defense Production Act, which is the act creating this joint 
committee. 

After the Korea affair had become no longer a shooting war, the 
ODM, created by Executive order, was merged into a more permanent 
organization by Reorganization Plan No. 3 of 1953. In June of that 
year the Defense Production Administration and the National Secu- 
rity Resources Board, a part of the functions of the Munitions Board 
and some other functions, were put together in a new Office of 
Defense Mobilization by that reorganization plan. And that is the 
ODM that is still a part of the Government. 

Representative Tate. And there was a time when we had a DPA 
and an NPA? 

Mr. Kenpauu. National Production Authority; that is correct, sir. 

Representative TaLLte. That is right. Well, I have served on this 
committee since the date of its origin and a number of things knock 
around in my mind. One thing that we used to worry a lot about 
was shortages, didn’t we, Mr. Kendall? 

Mr. Kenbauu. Indeed we did, sir. 
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Representative TaLLe. We worried to the extent. that the Office of 

Defense Mobilization was willing to defer stockpiling temporarily in 
order that civilians might get some metal supplies that they needed 
very much. 

Mr. Kenpauu. That is true. 

Representative Tautte. 1 could name some of them, I believe. 
Are there any criteria that ODM uses as a guide that you might 
choose to say anything about? 

Mr. Kenpaut. In the stockpiling area, sir? 

Representative Tauue. Yes. 

Mr. Kenpauu. There are very important criteria set up by the 
statute itself. Under the statute the availability of materials in time 
of war is estimated on the basis of domestic production plus what is 
thought to be available from foreign sources in time of war, a figure 
that is arrived at with the assistance of the Joint Chiefs of Staff’s 
guidance on what countries might be thought to be available to us as 
sources of supply in wartime. ‘The total of those two figures is then 
compared with what is estimated to be the requirements in wartime, 
and that deficiency becomes a stockpile goal. 

We have two types of stockpile objectives at this time, the so-called 
minimum objective, which assumes a rather generous importation 
during a period of hostilities, and the so-called long-term objective, 
which assumes that we would be able to get materials from foreign 
sources only from countries contiguous to us, or those in the Caribbean 
area, with a minimum of shipping losses. These two objectives 
together constitute the limits upon the so-called strategie stockpiling. 

Representative Tatue. Yes. There is rather fresh in my mind a 
hearing we had in a room just across the way, at which the then 
Secretary of the Navy, Mr. Thomas, and other witnesses, testified 
on some matters that had to do with rather important shortages. 
So my final comment is that it is a great tribute to the Government 
that it has been able to build up the stockpiles so rapidly. To me it 
seems really miraculous considering that a short time ago we were 
wondering desperately whether we could do very much at all in stock- 
piling of some materials. 

Mr. Kenpauu. It was inevitable, Dr. Talle, that we should over- 
shoot the mark in some materials. 

Representative Tatue. I would think so in so large a program. 

That is all for the moment, Mr. Chairman. 

Senator Ropertson. Mr. McDonough. 

Representative McDonoues. Mr. Gray, what policy do you have 
for disposing of ayes of materials that we have on hand? 

Mr. Gray. Well, at the present time, as far as the critical and 
strategic stockpile itself is concerned, unless a material is declared no 
longer critical we do not now dispose of the stockpile material. I 
would say that one consideration in that has been, and it is a very 
serious consideration, that the Government not get into the business 
of buying and selling, which would be disruptive to the economy and 
would put the Government, really, in the position, even though it 
was unwittingly in the position, of influencing market prices of mate- 
rials, determining shortages, surpluses, and the rest. 

And that is the present policy, not disposing of critical materials. 

Representative McDonovuen. Holding them in order to prevent 
the effect it would have on the market? 
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Mr. Gray. I would say in all candor to the committee, and I am 
expressing my personal opinion, that I think a review of that policy 
would be in order. I would not want to predict the outcome of it. 
If there was some way in which materials which were clearly in excess, 
and demonstrated to be, by changing defense planning, an obsolescence 
of materials, things of that sort, from a technological point of view 
if there was some way to dispose of surpluses without. incurring the 
risks that I have referred to, it seems to me that we ought to give 
serious consideration to it. And I personally am giving a lot of 
thought to that. 

The present policy is not disposing of materials which are still 
declared to be critical in the stockpile. 

Representative McDonovau. Well, of the inventory that you now 
have, considering them by items or categories, which items or cate- 
gories do you have in excess of potential requirements? 

Mr. Gray. I am not sure, I will have to inquire as to whether that 
is information that I can give you from the point of view of classitica- 
tion. I can certainly furnish the information to the committee. 

Representative McDonoveu. I would not want you to name them, 
but do you know the total number of items you have in inventory; 
how many of them are in excess of our needs? 

Mr. Gray. Yes; I will have to look it up, if you will give me a 
moment, sir. 

Representative McDonoveu. I think you could give me that in 
percentages of categories 

Mr. Gray. Speaking now of the minimum objectives, there would 
be about 38 out of 75, or 39, in which we exceed the minimum objec- 
tive, and a couple where we are just about at it, leaving about, oh, 
33 short of objective, ranging from a few percentage points in some 
cases up to practically a hundred percent deficit on a few items. 

Does that answer your question? 

Mr. McDonovueu. Yes; it gives me the general idea of what I want 
to know. 

Now, the policy of determining what is the requirements of a par- 
ticular item, at the time the determination is made, and by the time 
you have arrived at the amount that you need, conditions change so 
that you may have in excess of what you thought you needed? 

Mr. Gray. That is correct. And there develops from time to time 
the situation in which an item which was thought to be of vital 
importance to us ceases by reason of technology to be so vital. 

Mr. McDonovuau. And, therefore, it is in surplus, and you just 
hold it in inventory, because it may have an effect on the market if 
you throw it on the market? 

Mr. Gray. We have not disposed of critical and strategic stockpiles. 

Mr. McDonoveu. In addition to acquiring those strategic items 
that we are more or less positive that we will need, do you consider 
that the disposal of the surplus that we don’t need is one of the major 
problems you have to worry about? 

Mr. Gray. Well, I have a lot of pressing problems, but I have 
indicated that I think we ought to review in those cases where it is 
clear, or seems to be clear, as well as anybody can predict, that we 
don’t need the quantities we have—I am again speaking personally, 
because I am not reflecting the Government view—that where the 
clear showing is made, it seems to me to be not too wise simply to hold 
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them. Again, I would suggest those other considerations, that is, 
methods of disposal and the avoidance of putting the Government 
into the position of disrupting the economy and influencing markets. 
This, perhaps, is a question of orderly disposal. 

Mr. McDonovan. You are not stockpiling nuclear materials, then, 
atomic materials? 

Mr. Gray. I am not responsible for nuclear materials. 


Mr. McDonovan. The Atomic Energy Commission handles all of 
that? 


Mr. Gray. Yes, sir. 

Mr. McDonovuau. That is all, Mr. Chairman. 

Senator Ronertson. I think the committee would be interested in 
knowing from Mr. Floete, or Mr. Gray, or somebody, just what the 
ultimate goal in nickel is and how we are going to stop the supply 
when we get enough. 

Now, you have a plant down in Cuba that the Government owns, 
don’t you? 

Mr. Fiorere. Yes, sir. 

Senator Rospertson. You spent about $90 million on that plant? 

Mr. FLorre. Total to date. 

Senator Rornertson. You expect a production of about 50 million 
pounds? 

Mr. Fioere. Yes. 

Senator Ropertson. You are now operating that through National 
Lead, and that contract expires the last of this year? 

Mr. Fioere. That is right. 

Senator Ropertson. You have got a contract tied up with Freeport 
Sulphur to run to 1965, a total that they want delivered of 271 million 
pounds of nickel? 

Mr. Fiorrte. Yes. 

Senator Rospertson. The president of Internationa! Nickel said 
to the press that he thought he had a contract with you. Has he got 
one, too? 

Mr. Fioete. He has no contract. 

Senator Roserrson. Well, what was it that you told him that made 
him think that he was going to get a contract? 

Mr. Fioere. I told him that at the time—that if a contract were 
entered into for additional production facilities for nickel in Cuba, 
exclusive of the Nicaro operation—that is the Government-owned 
plant—that we would give consideration at that time to a request by 
them for such treatment as the United States should in its own sole 
judgment then determine. I am just talking from memory, but | 
think that is correct. 

Senator Rospertson. You have entered into a contract in Cuba 
with Freeport Sulphur? 

Mr. Fioete. That is correct. 

Senator Rosertson. That part of the condition has been per- 
formed? 

Mr. Fiorete. That is right. 

Senator Rospertson. What is the other part of the condition of 
how you are going to get out of it? 

Mr. Fiorre. That we would consider it in the light of the cireum- 
stances as they exist at the time they make their request, which would 
embody a consideration of all factors—in the first place, we felt that 
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it. was more desirable—that it was important that we develop a 
second supply of nickel from Cuba, that it be developed with a com- 
pany, which was not as dominant in the nickel industry, that we 
would also look at the entire nickel supply at the time of their request 
which might be less or it might be more, and all other factors that had 
a bearing. 

Senator Ropertson. The definite information you gave us is, the 
International, the Canadian company, can’t aout you to buy 
nickel from them—or have you gone so far that you don’t know how 
to get out of what you have already promised them? 

Mr. Gray. May I comment on that, sir? 

Senator Ropertson. You may answer it, yes. 

Mr. Gray. There were conversations that the representatives of 
International Nickel Co. had with Mr. Floete, and also with my prede- 
cessor. I have cleared—made an inquiry of Dr. Flemming as to 
whether he considers, on the basis of what he said in his discussions 
and what he knew of the discussions that he and Mr. Floete had, 
whether there was a commitment with respect to the International 
Nickel Co. And his response to me is that there is no commitment 
in his view—and he participated in these conversations—he supports 
precisely what I think Mr. Floete has said—and the question of 
such a contract will be determined by what is in the interests of the 
Government and not on any kind of a commitment. 

Senator Ropertson. The Chair is gratified to have this definite 
assurance. We were a little uneasy about this nickel situation. 
Nickel was so short and in so great demand, we were wondering why 
so many people were anxious to sell it to the Government aiid tie the 
Government up on these long-term contracts that had a special price. 
But we were not tied up with the Canadian firm? 

Mr. Gray. No, sir. 

Senator Roperrson. We have a representative of the Federal 
Reserve Board here, and I am going to ask 

Mr. Parman. May I ask a question, sir? 

Senator Ropertson. Yes. 

Mr. Parman. It is stated here that better than 85 percent of the 
DPA inventory consists of only 4 of the 26 materials: Tungsten, 
$321 million; titanium, $82.5 million; manganese, $66 million; and 
columbium-tantalum, $53.7 million. Those are the 4 that made up 
about 85 percent of the inventory. Now, the question is, is GSA 
restricted in any way of disposing of surplus materials held in DPA 
inventory? 

Mr. Gray. There was a Defense Mobilization order which was 
dated March 18, 1954, which stated the policy regarding surplus 
materials supplied under the Defense Production Act. And the 
policy—would you like me to read it? 

Mr. Parman. Isit restricted? I just want to know if you have any 
restrictions on the sale. 

Mr. Gray. Yes. 

Mr. Patman. There are restrictions? 

Mr. Gray. Yes. 

Mr. Parman. Would you put it in the record? 

Mr. Gray. I will put the copy of the Defense order in. 

Mr. Parman. That will be sufficient. 
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(The order referred to is as follows:) 


V—Mat—DMO-3 
March 18, 1954. 
EXEcuriIveE OFFICE OF THE PRESIDENT 


OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER V-3 


Subject: Policy Regarding Surplus Materials Acquired Under the Defense 
Production Act. 


1. Under title III of the Defense Production Act the Government has under- 
taken to expand the supply of various strategic and critical materials in order to 
meet the needs of current defense and nondefense production, to provide materials 
for the national stockpile and to contribute to the mobilization base. To a large 
extent these objectives have been met or have proceeded sufficiently to permit the 
removal of virtually all controls over the use or distribution of materials in civilian 
markets. In the planning and operation of these materials expansion programs, 
the rate of expansion for particular materials has necessarily been guided by the 
need for developing quickly an adequate defense-materials position. And this, 
in turn has required forecasts of factors affecting supply and consumption for 
several years in advance. 

For the most part, the increased production from these expansion programs 
has been readily absorbed by the combined needs of Government and industry. 
In a few cases, however, the Government has acquired supplies of materials that 
are surplus to the immediate needs of both. The purpose of this order is to estab- 
lish a policy for dealing with surplus materials that have been acquired under the 
Defense Production Act or may be acquired in the future. 

2. It is the objective of the Office of Defense Mobilization to make certain that 
surplus materials acquired by the Government under expansion program contracts 
do not produce serious adverse market effects or otherwise create major problems 
for industry. ‘To accomplish this objective, the policy of the Office of Defense 
Mobilization is declared to be: 

(a) Within the limits of those portions of the stockpile objectives not on 
hand or on order, surplus stockpile materials acquired under the expansion 
programs of the Defense Production Act will be set aside for procurement 
for the national stockpile. 

In addition, stockpile materials acquired under Defense Production Act 
programs will be held and earmarked against those portions of stockpile 
objectives on order but not delivered until such delivery is made. At that 
time they will be handled in accordance with paragraphs (b), (c), and (d) 
below. 

(b) In each case where surplus materials are acquired by the Government 
under the Defense Production Act, full consideration will be given to the 
Defense Production Act Amendments of 1953. These amendments provide 
that materials acquired under expansion programs ‘“‘which in the judgment 
of the President, are excess to the needs of programs under this act, shall be 
transferred to the national stockpile established pursuant to the act of 
June 7, 1939, as amended (50 U. 8. C. 98-98h), when the President deems 
such action to be in the public interest.” 

(c) Where the stockpile objective has been completed and it is determined 
that the public interest will not be served by transfer to the national stockpile 
of a surplus acquired under an expansion program, the surplus will be held 
by the Government for eventual disposal. However, such disposal will not 
be made, either in whole or in part, without clear indication that such action 
will not have a serious adverse effect upon market prices or create major 
market fears or uncertainties, and without the prior approval of the President 
or an Official specifically designated by him. 

(d) Generally where the sale of surplus materials acquired under the 
Defense Production Act is undertaken and the quantity is substantial in 
relation to annual market consumption, such disposal will be made orlv 
after public announcement, well in advance of disposal, of (a) the total 
quantity to be sold, (6) the markets in which the material will be offered, (c) 
the minimum market price or prices that must prevail at the time of sale, 
and (d) the maximum amounts that will be offered for-sale in each calendar 
quarter or other appropriate period. 

3. This order will be effective immediately. 

ArtTHuR 8. FLEMMING, Director. 
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Mr. Parman. Now, then, I want to ask you about manganese, $66 
million. Are you in the market for any manganese now? 

Mr. Gray. Mr. Floete, will you answer that? 

Mr. Fioere. Yes, we have certain commitments on manganese, sir. 

Mr. Parman. That is really not what I would consider the market. 
You have probably already committed yourself. Are you anxious 
to make additional contracts for the supply of beneficiated manganese? 

Mr. Fiorre. Well, the stockpile inventory reached the minimum 
objective, and is more than 60 percent of the long-term objective. 
In addition there is manganese in the DPA and CCC inventories 
and still more on order. 

Mr. Parman. It occurs to me that the answer to my question would 
be very simple as whether or not you are really in the market for 
additional beneficiated manganese. Would you consider a contract 
for the furnishing of additional beneficiated manganese? 

Mr. Frorre. You are talking about making new, additional con- 
tracts, not beneficiation? 

Mr. Parman. No, beneficiated instead of the stockpile. 

Mr. Fronts. Your question, does it go to beneficiation or new pur- 
chases? 

Mr. Parman. New purchases of beneficiated manganese. 

Mr. FLorre. Well, we have got 60 percent of our long-term ob- 
jective. 

Mr. Parman. Have you made any contracts lately? 

I wouldn’t want to detain the committee by waiting to look those up. 

Has Mr. Boothe testified, Mr. Gardner L. Boothe? 

Senator Ropertson. No. I have one other question of Mr. Floete, 
and then I will call him. He is going to testify about the records of 
these banks that financed nearly $3 billion of these loans. 

Mr. Parman. I am going to go back to the floor, because we have 
a very important bill up now. But I just want to make an observation 
about that, if I may, Mr. Chairman, about this Federal Reserve 
Board increasing their rate to 6 percent on V-loans, which I think is 
terribly high—that is the Government-guaranteed loan, that is equal 
to a Government bond, 6 percent, and even for a commitment they 
are charging one-half of 1 percent. And just this further observation. 
We are all for the FDIC, strong for it. But if you were to charge the 
FDIC the commitment fee there, you see they have a $3 billion 
permanent commitment fee from the Treasurer of the United States, 
that would be equal $15 million a year for 20 years, it would be $300 
million the FDIC would owe the Government for that commitment, 
if you charge the same rate, that is what I am talking about. So 
[ can’t understand why they are putting those rates up on those 
V-loans. It seems to me like an unreasonably high rate for the 
Government-guaranteed loans. 

Senator Rosertson. Well, the conclusion of Mr. Boothe’s state- 
ment is this: 

After deducting current costs, the net receipts to the guaranteeing agencies 
from September 1950 to March 31, 1957, amount to $26,570,000. Allowing 


2,065,000 for the outstanding loans which may be uncollectible, the net profit 
to the Government for the period is in the neighborhood of $24.5 million. 


Mr. Parman. Of course, it is rather meaningless unless we know 
about the amount of business. 
Senator Ropertson. I want to ask just one question. 
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What are you going to do with that nickel plant in Cuba? Are 
you going to keep running it, if possible, or sell it, or lease it? 

Mr. Fioere. Sir, that matter will be finally determined, we hope, 
sometime this summer. We just extended the present operating 
contract until December 31, 1957. The plant is operating at a sub- 
stantial profit right now. The first 3 months of this year they made 
approximately 27 percent on sales, after a very substantial charge for 
depreciation. It is a successfully operating plant. 

Senator Rosertrson. You have been doing pretty good business 
on that, haven’t you? 

Mr. Fioete. Yes, sir, and working hard on it. We have gotten all 
the construction complete, it was turned over to the Government on 
March 8. 

Senator Rosertson. No wonder National Lead would like to get 
it for itself. 

Mr. Fioere. It might be. 

Senator Rospertson. Thank you, gentlemen. We won’t hold you 
any longer. 

Mr. Boothe, come up just a minute. 


STATEMENT OF GARDNER L. BOOTHE II, DIRECTOR, DIVISION 
OF DEFENSE LOANS, FEDERAL RESERVE BOARD 


Senator Rosperrson. There is just one thing Mr. Patman would 
like to ask. 
I would like for you to put in the record these banks that have 
made these V-loans, and your statement concerning them. 
(The statement of Mr. Boothe and the list of banks referred to are 
as follows:) 
STATEMENT BY GARDNER L. Boorue II 


Mr. Chairman, the present V-loan program of Government guaranties of loans 
to finance defense production was inaugurated under authority of the provisions 
of section 301 of the Defense Production Act of 1950, approved September 8, 
1950, and the President’s Executive Order 10161, dated September 9, 1950, 
subsequently superseded by Executive Order 10480, dated August 14, 1953. 

Pursuant to the law and Executive order, certain designated procurement 
agencies of the Government are authorized to guarantee loans made by private 
financing institutions to finance contractors, subcontractors, and others engaged 
in the performance of defense contracts so as to expedite production and deliveries 
for the national defense. By an amendment made by the Defense Production 
Act Amendments of 1953, guaranties may also be issued with respect to loans 
made to finance contractors, subcontractors, or other persons in connection with 
or in contemplation of the termination of their defense contracts. 

In the making of guaranties, the Federal Reserve banks are authorized to act, 
on behalf of the guaranteeing agencies, as fiscal agents of the United States, 
subject to the supervision of the Board of Governors of the Federal Reserve Sys- 
tem; and the Board is empowered, after consultation with the guaranteeing 
agencies, to prescribe rates and fees and forms and procedures to be utilized in 
connection with such guaranties. 

In 1950, the designated guaranteeing agencies were the Departments of the 
Army, Navy, Air Foree, Commerce, Interior, and Agriculture, and the General 
Services Administration. In 1951, the Atomic Energy Commission and Defense 
Materials Procurement Agency were also designated as guaranteeing agencies. 
By Executive Order 10480 of August 14, 1953, the Defense Materials Procurement 
Agency was abolished and its functions transferred to the General Services 
Administration. 

The present program is patterned after the V-loan program which was utilized 
during World War II for the purpose of financing war production contractors, and 
the procedures followed in the present program are substantially the same as 
those of the previous wartime program. 
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One of the principal reasons for the revival of the V-loan program in 1950 was 
the belief that lending by private financial institutions would be the less inflation- 
ary than if such loans were made directly by the Government. Also, from the 
experience gained in World War II, it was felt that the interest of the Government 
would be better protected if local institutions made and serviced loans. It is 
more costly and difficult for the Government to service a loan than it is for a local 
bank to do so. 

In the World War II program, after all expenses and losses were paid, the net 
return to the Government from guaranty fees, recoveries, etc., amounted to 
about $24 million. Loans tota‘ing in excess of $10 billion were guaranteed. 

At the time of the inauguration of the current program, the Board of Governors, 
after consultation with the guaranteeing agencies, issued a revision of its regula- 
tion V, effective September 27, 1950, and prescribed a form of guaranty agreement 
substantially similar to that which was in use at the close of the previous V-loan 
program. At the same time, the Board established a maximum rate of interest 
of 5 percent and a maximum commitment fee of one-half of 1 percent which might 
be charged a borrower with respect to any guaranteed loan. The maximum per- 
missible interest rate was increased to 6 percent in May of this year. The Board 
also prescribed a schedule of guaranty fees to be paid to the guaranteeing agency 
by any financing institution obtaining a V-loan guaranty. These fees are paid by 
the lender and are expressed as a percentage of the rate of interest he receives 
from the borrower. ‘The schedule of guaranty fees, which has not sinee been 
changed, is as follows: 


[Percentage of interest payable by borrower on guaranteed portion of loan] 


Percentage of loan guaranteed: Guaranty fee 
TO Greens. ea LA eee. tee 20d. Sees ee EG 10 
UR Sl So en pe pe a a ca me rr a on a 15 
ih Sk AOE Sa 8 tee 20 
Pe soa uesk 2 cot Scabies «awe Soe a ose ene al tau oe ‘ 25 
OR tee an en i ee en ile ee a ee 30 
Pere 65. Ui oe ee SECTS a cL Ue 2 od Wile DUE cee eth . 35 


Sibdeda wiiee cuen este bt eh ..-- 40-50 


An important feature of the guaranteed loan program is the short time required 
to process an application. Considerable economy of time is possible because 
practically all negotiations are handled at a local level. 

The program has proved to be particularly useful to subcontractors in the first 
tier and below, where it is difficult for the Government to provide financial help 
through advance, partial, or progress payments. 

It is the present policy of the guaranteeing agencies that borrowings under 
guaranteed loans made primarily for working capital purposes be limited, in 
accordance with an asset formula, to amounts which do not exceed specified 
percentages of the borrower’s investment in defense production contracts. Assign- 
ments of claims of moneys due or to become due under the borrower’s defense 
contracts usually constitute the collateral security for the loan. Ordinarily, 
mortgages on fixed assets, liens on inventory, endorsements, guaranties, sub- 
ordinations, and standbys of other indebtedness and other special security devices 
are required only when deemed necessary by the guaranteeing agency for the 
protection of the Government. 

By and large most V-loans have been for working capital purposes with maturi- 
ties of from 6 to 24 months. However, during the present program General 
Services Administration has authorized guaranties of longer term loans for fixed- 
capital purposes in connection with the expansion of the machine-tool industry 
and the expansion of facilities for the mining and processing of strategic minerals 
and metals. Also, the Atomic Energy Commission has authorized a few guar- 
anties of long-term loans made for the purpose of plant expansion. 

Exact information on the cost or profit to the Government from the current 
program cannot be obtained until after the program has been terminated and all 
the outstanding loans settled. However, the losses to date have been very 
small—only a fraction of the receipts in guaranty fees—and unless there is some 
drastic change in the situation it is reasonable to assume that the overall operation 
of the program will yield a net profit to the Government. 

After deducting current costs, the net receipts to the guaranteeing agencies 
from September 1950 to March 31, 1957, amount to $26,570,000. Allowing 
$2,065,000 for outstanding loans which may be uncollectible, the net profit to the 
Government for the period is in the neighborhood of $24.5 million. 
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Defense Production Act Regulation V loans, Mar. 31, 1957, authorized to date 














Agency Number Amount 
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Epeperemens OF Ue NOVY... ...~ 02s clans denen cscs disdeccustsbencssueueseue 600, 673, 100 
DPE GD EE OEP WONOD sn pn nccssdancetunsadauyqeuseneianasaenaenaal 434 1, 193, 564, 833 
IEE OU CI in a cincnccaprscecentinpnen di bamicdmmniaionaiials 4 1, 587, 000 
General Gervices Administration... . .... 2... 2.250 chen sds ibcstean<ed 28 161, 879, 000 
pe eee. SET eh) 18 20, 630, 000 
Defense Materials Procurement Agency-.-.-.-............--..------.--..--..-.-- 1 2, 625, 000 

Oe Eiskenandcu<oncuctashnnthiasanscsgeewdeietinetdikaainenekseene 1, 482 2, 841, 834, 471 
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Cleveland 145 321, 379, 000 
Richmond_._.----.-- 53 15, 453, 600 
OO 7 41 28, 075, 780 
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Senator Rosertson. And will you summarize what you have said. 

Mr. Patman has a question to ask. 

Representative PatrMan. Is he going to read the statement? 

Senator Rosertson. No, he is not going to read it. 

Representative Patman. I want to ask you, what prompted the 
Federal Reserve Board to increase the interest on V-loans to 6 percent? 

Mr. Boorne. Mr. Patman, the Board has never set the rates, the 
rates are governed by the market. 

Representative Parman. Well, the Federal Reserve Board influences 
the market, so which comes first? 

Mr. Boorne. The Board originally had a maximum permissible 
rate of 5 percent. 

Representative Parman. That is right. 

Mr. Boorne. Now they have increased the maximum ‘petinisaible 
rate to 6 percent. 

Representative Parman. Why did they increase it to 6? 

Mr. Boorne. Because a great many borrowers under the V-loan 
program were unable to get their loans renewed, banks were refusing 
to renew their loans for them 

Representative Parman. Banks refusing to renew the loans? 

Mr. Boorue. Yes. 

Representative Parman. Well, why would that cause you to raise 
the interest rate to 6? 

Mr. Boorue. Because the borrowers, every one of the borrowers 
are willing to pay 6 that we have heard about. 

Representative Parman. You say that you catch them in distress, 
the banks are refusing to renew the loan, and you take advantage of 
them and charge them 1 percent more? 

Mr. Boorne. Yes, but very few small-business men, Mr. Patman, 
ever get money for less than 6 percent. This is to help them more than 
it is anything else. 











36 DEFENSE PRODUCTION ACT 


Representative Parman. The big ones, Uncle Sam comes in on 52 
percent of it, you know, so they are not hurt too much. 

Mr. Boorne. But it is a question of helping the small concerns, 
especially the subcontractors. 

Representative Parman. You mean you help them by charging 
them more? 

Mr. Boorue. No, helping them buy—if a small-business concern 
wants to go to the bank and borrow some money, and the bank says, 
I will not lend it to you for 5 percent and pay the Government 
a guaranty. 

Representative Parman. How much is the guaranty fee? 

Mr. Boorne. The guaranty fee depends upon the percentage of 
the loan that is guaranteed. 

Representative ParmMan. Suppose it is guaranteeing 50 percent of 
the loan, how much is the guaranty fee? 

Mr. Boorue. Ten percent. 

Representative ParmMan. You mean 10 percent of the interest? 

Mr. Boorue. Of the interest that the bank collects, and the bank 
pays the fee, the borrower doesn’t have to pay the fee. 

Representative ParmMan. In other words, on 5 percent, it would be 
10 percent of 5 percent, and 6 percent would be 10 percent of 6 percent? 
I still don’t see the logical reason for increasing that rate. 

The witness says that the fellows are refused the opportunity to 
extend their loans as to banks, lots of them, and they charge them 
6 percent. 

Senator Roperrson. The Chair is unable to explain the necessity 
for raising the rate, but he did want this witness here to show the 
alternate way of stimulating the stockpiling of production, provided 
it was a good one, and was cheaper than the amortization program 
which was finally adopted, and the Chair has put in the record the 
news releases showing that ODM deliberately adopted the amortiza- 
tion program. 

Well, if there are no further questions, the committee will stand in 
recess, subject to the call of the chairman. We will continue these 
hearings, but it takes a good deal of staff research to get ready for 
one, and then we have to consider when the members can get here. 

Thank you very much. 

(Whereupon, at 4:15 p. m., the committee adjourned, subject to the 
call of the Chair.) 








